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Editorial Comment 


piREcT interest among bankers in 
the Republican National Platform 

naturally centers on the declarations 

relating to money and banking. 

As published in the newspapers, one 
heading of the platform is “Money 
and Banking.” But the most care- 
ful inspection of what is said under 
this heading fails to reveal any ex- 
pression of views whatever relating to 
banking, and it is therefore to be in- 
ferred either that the present banking 
system is satisfactory to the Republican 
party, or that it has no definite notion 
for its improvement. 


© 
OTH amusing and significant will 
be found the declaration relating 
to money. The opening sentence will 
be seen to be exactly the same as that 
of the Democratic platform of 1932. 
Democratic Platform, 1932: 

“We advocate a sound currency to 
be preserved at all hazards.” 
Republican Platform, 1936: 

“We advocate a sound currency to 
be preserved at all hazards.” 

© 

ROM this it might not be unfairly 

inferred that the position of the two 
parties on money is the same, and 
that the Republicans are quite satis- 
fied with the kind of “sound currency” 
the Democrats have given the country. 

But the nominee of the Republican 
party, Governor Alfred M. Landon of 
Kansas, in his telegram to the conven- 
tion that nominated him, put a different 
face on the matter. He said: 

“The convention advocates ‘a sound 
currency to be preserved at all haz- 
ards.” I agree that ‘the first requisite 
to a sound and stable currency is a 
balanced budget.’ The second requi- 
site, as I view it, is a currency ex- 
pressed in terms of gold and con- 
vertible into gold.” 


This declaration is forthright ,and 
courageous, and also puts the candi- 
date on record as favoring “a cur- 
rency expressed in terms of gold and 
convertible into gold.” 

Thus the Republicans have two 
kinds of money policy—one, as stated 
in its platform, ignoring a definition of 
“a sound currency,” and the other, as 
stated by their candidate, declaring 
plainly in favor of gold. 


© 


HILE the convention either had 

no strong convictions on money, 
or lacked the courage to state them, 
this cannot be said of their candidate. 
He has a positive belief as to what 
constitutes “a sound currency,” and 
boldly stated this belief to his party 
and to the country. For this evidence 
of candor he is to be unstintingly com- 
mended. It is an example of blunt 
honesty contrasted with the pussyfoot- 
ing passage in the platform itself. 

© 

O anyone who is familiar with our 

monetary history it is clear that the 
terms “sound currency” and “sound 
money” have only such meanings as 
the users of them intend. Socrates 
would have asked, “What do you mean 
by “sound”? 

Clearly, it means one thing to Sena- 
tor Thomas of Oklahoma and quite 
another to Senator Glass of Virginia, 
or to the delegates to the recent Re- 
publican National Convention and to 
their nominee for President. 

© 
T its convention in Philadelphia the 
Democratic party made this state- 
ment in its platform: 

“We approved the objective of a 
permanently sound currency so stabil- 
ized as to prevent the former wide fluctu- 
ations in value which injured, in turn, 
producers, debtors and property owners, 

1 
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on the one hand, and wage earners and 
creditors on the other, a currency which 
will permit full utilization of the coun- 
try’s resources. We assert that today 
we have the soundest currency in the 
world.” 

© 


GOLD became established as an al- 

most universal monetary standard 
only after long and painful experi- 
ment. By the expedient of trial and 
error it was finally found as the best 
system adapted to serve that purpose. 
And the defects developed in its use in 
recent years have not been due to any 
inherent shortcomings in the standard 
itself, much less to a shortage of pro- 
duction of the metal. In recent years 
the output of gold has been increasing, 
and as a matter of fact the annual pro- 
duction, or even that of a considerable 
period, is of no great importance, for 
the reason that such production bears 
only a small relation to the stock of the 
metal already in existence. 

The workings of the gold standard 
have been interfered with by what hap- 
pened in 1914 and subsequently—the 
waste, extravagance, hindrances to trade, 
both international and domestic, and 
the huge mountain of credit created in 
this period. 

© 

RE bankers’ associations to accept 

responsibility for the banking con- 
duct of their members? This respon- 
sibility was implied in a statement re- 
cently made in a public address by 
James H. Perkins, chairman of the 
board of the National City Bank of 
New York. 

“Every executive officer of a bank,” 
said Mr. Perkins, “should be required 
to be a member of the association, and 
the association should accept only mem- 
bers who measure up to the spirit, ideals, 
and integrity of the highest professional 
conduct. 

“IT feel,” continued Mr. Perkins, 
“that our associations should also be 
in a position to discipline their mem- 
bership. In this way, any members 
so shortsighted as to seek personal, 
temporary profits at the expense of 
the permanent good of the community 


would be unable to speak for the bank- 
ing profession.” 

This is a_ striking proposal, and 
should it be adopted, it would impose 
upon the bankers’ associations a re- 
sponsibility they have not heretofore 
had. That, if carefully worked out, 
it would improve the standard of bank- 
ing in this country can hardly be open 
to question. 

A plan of much the same sort, at 
least in principle, was suggested in a 
recent address by Ivan Wright, pro- 
fessor of economics in the University 
of Illinois. “Perhaps the bankers’ as- 
sociation,” he said, “can and should 
provide for the protection of deposi- 
tors against the ignorance and misman- 
agement of individual bankers.” 

One result of the adoption of these 
proposals would be to cause the bank- 
ers’ associations to scrutinize their 
membership more carefully than they 
have done heretofore, and might re- 
sult in greatly reducing the number of 
their members. 

The proposals may not be _ prac- 
ticable, but the mere statement of them 
indicates growing concern for con- 
stantly improving banking standards. 

© 

MR. BORAH, the distinguished Sena- 

tor from Idaho, in a statement 
made at the recent Cleveland conven- 
tion, alluded to gold as “the bankers’ 
money.” He failed to consider that 
banks receive and pay out whatever 
currency they are provided with by 
governments. This fact was pointed 
out by F. C. Biggar, secretary of the 
Canadian Bank of Commerce, in an ad- 
dress made a short time since before 
the Winnipeg Bankers’ Lecture Club. 
Speaking of the effects of currency in- 
flation on bankers, he said “that be- 
cause their claims on others and the 
debts which they themselves owe are 
substantially in balance and both are 
payable in the same unit of currency, 
a change in the value of that unit is to 
them a matter of comparative unimpor- 
tance.” 

While, as Mr. Biggar pointed out. 
such a change would affect bankers, as 
it would many others, what he said was 
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strictly true. The money of a country 
is such as its legally-constituted au- 
thorities ordain; and whatever it may 
be, the banker receives it and pays it 
out. 


© 

HE indispensability of banks is 

tersely stated in a pamphlet on 
“Banking Relations from the Custom- 
ers’ Standpoint,” published by the New 
Jersey Bankers’ Association. It says 
that “banks have so long been a part 
of our economic system that no one stops 
to think of the possible effect of being 
without them. Do so and you will 
realize how indispensable banks are.” 

“Where do you keep your money?” 
a noble Englishman was asked. “Where 
should I keep it but in my own house,” 
was his reply. 

But that was a long time ago, and 
such an opinion is revived today 
merely as a curiosity. 

This pamphlet admirably sets forth 
the conditions under which banks oper- 
ate and the services they render to the 


public. 


© 
HERE is one thought that occurs in 
regard to the title of this excellent 


pamphlet. The statement of banking 
relations from the standpoint of the 
customer comes from a banking source, 
and it is plain, comprehensive and true. 

But might this statement not be sup- 
plemented by one made by the custom- 
ers? “How My Bank Looks to Me,” 
or the “How My Bank Helps Me and 
Others,” coming from those who deal 
with banks might prove equally in- 
structive, and would gain additional 
weight from its origin. The power to 
see ourselves as seen by others was 
strikingly remarked by Robert Burns. 

© 

N a recent radio address Dr. James 

Washington Bell, vice-president of 
the Economists’ National Committee 
on Monetary Policy, and professor of 
money and banking in Northwestern 
University, said that “the solvency of 
banks depends upon the soundness of 
their heavy holdings of Government 
securities.” 

In ordinary circumstances, when 
governments are living within their in- 


come, such securities are rightly con- 
sidered as among the safest and most 
liquid that banks can hold. The situa- 
tion becomes different with continued 
heavy deficits and the piling up of a 
public debt of unequalled proportions, 

A recent offering of Government se- 
curities aggregating over two billions, 
at low rates, was subscribed sixfold or 
more. This would seem to indicate ex- 
ceptional confidence in these securi- 
ties. Looking below the surface, it may 
indicate something quite different. 

At any rate, the banks of the country, 
holding as they do such a large volume 
of these securities, would do well to 
insist that greater economy in public 
expenditures should become the rule 
without further delay. 

© 

ROM a study of bank earnings in 

the State of New York (exclusive of 
those of the City), made by a commis- 
sion for studying banking develop- 
ments in the state, it is shown that in 
1935, while gross earnings of the 
banks were increased, net operating 
earnings rose by 10 per cent., showing 
an upward turn for the first time since 
the beginning of the depression. This 
result is ascribed to the reduction of 
expense on account of the payment of 
interest, since salaries, wages, and mis- 
cellaneous expenses increased. 

© 

PFURING this and succeeding months 

bank officers and employes will 
take their annual vacations. Whether 
they go abroad or remain in their own 
country, they will find varied and 
abundant means of enjoyment, rest and 
refreshment of mind and body. 

This period of relaxation will be 
welcome to them, for they have been 
subjected to many trying conditions in 
recent months, and are no doubt con- 
fused, if not distressed, by the many 
evidences of unrest here and elsewhere. 

Fortunate will they be if they find 
in nature reassurance of calm and sta- 
bility, and thus return to their duties 
with renewed confidence. 

Wherever they go, the good wishes 
of THE Bankers MAGAZINE go with 
them. 
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Character as a Banking Asset 


Advent of the Federal Reserve System Placed the 
Emphasis on Collateral Rather Than Character and 
Was a Contributing Cause of the Depression » » 


The writer of this article occupies a position of national 
importance, but for personal reasons wishes to remain anonymous. 
He expresses an opinion concerning the effect of the Federal 
Reserve Act with which many of our readers will disagree but we 
feel that most of our readers WILL agree that character loans 
cause fewer sleepless nights on the part of bankers than loans 
based on shifting and uncertain tangible values. 


HE existing economic impasse in 
which the United States finds itself 
has been studied, analyzed, dis- 
sected, tinkered with and prescribed 
for by financial experts of all types 
and shades of thought, and still the 
malady exists, thrives, and has its 
being with us. I propose, not as an 
expert, but as an ordinary plain citi- 
zen, to offer my two bits worth of 
opinion on behalf of the thousands and 
millions of inarticulate American citi- 
zens who have been thereby adversely 
affected and who fervently pray that 
soon this illness may be cured. With 
this brief word of apology and ex- 
planation the following is written. 
From a bird’s-eye view our economic 
situation embodies three major and 
irrefutable facts. First, we are wealthy 
in both manufactured and raw mate- 
rials. The country is neither a desert 
nor a frozen sheet of ice and snow, but 
a land teeming with life, vigor, and 
fertility. Secondly, we are wealthy in 
having a vast purchasing population, 
ready to absorb a wide variety of prod- 
ucts. This population, educated to the 
highest standard of living in the his- 
tory of the world, offers a tremendous 
potential absorbing mechanism for our 
goods. Third, we are wealthy in hay- 
ing a highly trained and well educated 
body of workers to produce and dis- 
tribute our goods. Thus America has 
the machinery for a highly developed 
economic society, yet perversely enough 


just when it should be most efficient 
it appears to be slowing down. Is the 
trouble chronic or superficial? Is it 
due to a mass of little troubles or can 
we find one great organic weakness 
in our whole economic scheme? I 
believe, and herewith offer the sugges- 
tion, that the trouble is chronic and 
can be traced down to its roots. 


Purchasing Power Diminishing 


We have the goods and we have the 
people, only we cannot seem to get 
the one to the other satisfactorily. It 
is true that those who have work, those 
who have income producing securities 
or property, those who have reserve 
funds and those who have property 
on which money can still be borrowed, 
are in a position to absorb goods, but 
these classes are slowly but surely 
diminishing in numbers. Jobs are 
progressively becoming scarcer; securi- 
ties and properties are yielding ever 
decreasing returns; reserve funds are 
becoming exhausted; and mortgageable 
property is vanishing. At the present 
trend the time must eventually come 
when the purchasing power of our 
people will vanish completely. Should 
that catastrophic calamity eventuate, 
which let us hope it will never do, we 
would find ourselves starving in the 
midst of plenty. 

Our rapidly diminishing purchasing 
population and likewise increasing 


5 
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non-purchasing population present a 
strange contrast. On the one hand we 
have “they that have” and on the 
other “they that have not,” a clear 
line of cleavage separating the two. 
The former are decreasing in numbers 
while the latter are increasing. Slowly 
but surely the ranks of “they that have 
not” are receiving fresh recruits from 
the ranks of “they that have.” People 
who a decade ago thought themselves 
free from financial worry are today in- 
comeless. Many have lost all; many 
more are desperately trying to pre- 
serve intact their incomeless property 
in hope of a better day soon. Surely 
we as sane and intelligent people can- 
not permit such a situation to continue 
indefinitely. A cure must exist some- 
where and we should be able to find it. 
The malady exhibits all the symptoms 
of a malignant growth and like all 
such maladies calls for drastic and 
basic treatment. Mere economic nar- 
cotics may alleviate the pain tem- 
porarily but they cannot by any 
manner of means cure. 


Faith in Human Nature 


The difficulty now confronting the 
nation was encountered well over a 
decade ago in a small way in our 
rural western communities and_bas- 
ically this whole country is but the 
small community “writ large.” If a 
social or economic difficulty can be 
pinned down, analyzed and solved in 
Podunk Center it is fairly reasonable 
to suppose that a similar process may 
be used nationally with superficial 
variations. A survey of what happened 
in Podunk Center ten or fifteen years 
ago reveals certain trends. 

For several generations in this small 
rural community a system of finance 
had developed which worked reason- 
ably well although faulty in spots, due 
largely to the frailties of human nature. 
As is true all over the world there 
were those who had money and prop- 
erty and those who had not. In 
pioneer days those who had money 
either invested it in property or buried 
it in some secret and safe hiding place. 


There were no banks. As the com- 
munity grew those with money both 
for reasons of safety and convenience 
banded together and organized a bank. 
This bank was small, locally managed 
and reasonably safe. Its loans were 
made on a basis of local conditions. 
Every man in the community was inti- 
mately known. His industry, sobriety, 
thrift and honesty were an open book 
to his neighbors. If he possessed these 
qualities he usually could borrow 
money from the bank on his unse- 
cured note. If he failed to pay the 
note when due or defaulted the interest, 
his credit was impaired, so he exerted 
every possible effort to fulfill the obli- 
gations of both interest and principle. 

Secured loans were also made but 
many a small town banker, supported 
by the jopinion of both the stockholders 
and directors, preferred “honor” loans 
to secured ones. I will at once admit 
that the modern metropolitan banker 
and economist will smile tolerantly at 
this naive faith in human _ nature. 
They will confidently say that it was 


just this practice of making “honor” 
loans that wrecked thousands of small 
banks, forgetting that when those banks 
went under their vaults were filled 


with frozen mortgages. However, this 


point comes later. 


System of Unsecured Loans 


The system of unsecured loans and 
credit was the very foundation of small 
town and agricultural business as well 
as social life. Upon it the entire com- 
munity rested. If the corner druggist 
found himself short of cash to pay 
and discount his monthly bills he went 
to the bank, where possibly he was a 
director and stockholder, and_bor- 
rowed the necessary money on his 
unsecured note. If Ole Johnson found 
himself without cash to pay his harvest 
hands, and he usually did not have it, 
he did likewise. The entire business 
fabric of the community was built 
upon this foundation and it gave con- 
fidence to the whole. To an honest 
and industrious person with years of 
sound reputation behind him and per- 
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haps several generations of sound 
family background, the thought of 
being without credit and the means 
of securing necessary cash was un- 
thinkable. The liquidation of these 
unsecured loans was a matter of family 
honor. There were cases, many of 
them, wherein the father, through ill- 
ness or some other unforeseen cause, 
died insolvent, and the sons thereafter 
spent their lifetime paying the parental 
debts. This strict Puritanical sense 
of honesty influenced the entire social 
structure of the community. The man 
who defaulted financially was a marked 
man and the stigma thereof descended 
upon his family and relatives. 

This system has of late been called 
“hock shop banking,” but nevertheless 
it worked admirably in the smaller 
communities among men who honestly 
admitted themselves to be second 
raters. Few banks failed and few debts 
went unpaid. Sometimes the payment 
was slow but so long as the interest 
and principal were eventually paid 
the bank was satisfied. 

The importance of this method lies 
in the fact that it was the small town 
way of satisfying the second rate credit 
requirements of second raters. It 
worked with the well-to-do as well as 
the poor. Ofttimes prosperous farmers 
would find their real estate and chat- 
tels mortgaged to the hilt and them- 
selves short of cash for the harvest. 
The bank would in such a case readily 
loan money on the farmer’s unsecured 
note. In other words such a farmer 
was in precisely the same situation as 
the railroads today. Plenty of prop- 
erty but no cash and no property on 
which money can be raised. 


Faith Broken Down 


The picture I have given of the rural 
situation must be fully realized and 
its significance understood. With 
certain inevitable variations it existed 
in metropolitan districts as well. Small 
independent suburban banks extended 
the same kind of accommodation loans 
to neighboring residents and shop- 


keepers as the rural banks did. The 


“Secured loans were also made 
but many a small town banker, 
supported by the opinion of both 
the stockholders and directors, 
preferred ‘honor’ loans to secured 
ones. I will at once admit that 
the modern metropolitan banker 
and economist will smile toler- 
antly at this naive faith in human 
nature. They will confidently say 
that it was just this practice of 
making ‘honor’ loans that wrecked 
thousands of small banks, forget- 
ting that when these banks went 
under their vaults were filled with 
frozen mortgages.” 


larger city banks usually did the same 
for their larger and better known cus- 
tomers, although, because of the diffi- 
culty of intimately knowing the lesser 
members of the community it was not 
as general as in the smaller rural 
centers. However, a method developed 
in the cities which provided the equiva- 
lent of the small town unsecured loans. 
If an honest man was unknown to the 
city banker it was possible to get a 
mutual friend to indorse his paper. 
All the foregoing was based on a 
simple, and, shall we say, humble or 
naive, faith in human nature. It as- 
sumed that a man was honest until he 
proved himself dishonest. 

Then a law, so subtle that even now 
we do not realize its tremendous sig- 
nificance, was passed which wiped all 
this out. An entirely new economic 
philosophy was injected into our bank- 
ing system, a philosophy based on a 
premise that a man is dishonest until 
proved honest, or even worse, is dis- 
honest inherently. The distinction is 
fundamental to our scheme of living. 
In a prison a man is assumed to be 
dishonest until he proves himself 
honest, but in our everyday life the 
reverse maintains. When we break 
down this faith in each other and in 
mankind at large we strike at the very 
roots of our social order. Man then 
becomes a predatory animal, suspicious 
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of his fellows and “out for what he 
can get while the getting is good.” 
Which is precisely what is happening 
today. 


Federal Reserve Act 


The Federal Reserve Bank Act of 
1913 was the precise piece of legisla- 
tion which brought this change about. 
The purpose of that Act was admirable 
—safety and greater liquidity in our 
banking system. Its adverse by-prod- 
ucts were not foreseen by its sponsors. 
During its first decade of operation, 
due to abnormal economic conditions 
attendant upon the World War, no 
adverse effect upon the general bank- 
ing and credit situation of the country 
was apparent although isolated cases of 
persons unable to meet the change 
quickly occurred. Only the larger city 
banks used it at first and their small 
percentage of unsecured paper during 
those years was negligible. We were 
too busy fighting and making muni- 
tions to feel the psychological effect 
and anyway, ten years was too short 
a time for the full psychology to 
operate. 

Early in 1919 when the inevitable 
post war deflation began to operate 
rural credit methods came increasingly 
under the scrutiny of Federal Reserve 
authorities and metropolitan bankers. 
Where hitherto country banks had re- 
ceived but scant attention from these 
persons so long as all went well, they 
now found themselves and their inter- 
ests inextricably intermingled with 
those of their correspondent city and 
Federal Reserve banks. They were 
told to their dismay that unsecured 
notes were worthless, and secured 
paper only worth what these -higher 
authorities thought it worth. Only 
short time paper and easily liquidated 
loans were acceptable. 

Small bankers were told that they 
must abide by these regulations or 
close their doors. Some, finding it 
impossible to make the change, were 
closed. Others, finding it necessary 
to foreclose normally sound mort- 
gages, soon found themselves loaded 
up with farms and frozen mortgages. 
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A wave of panic swept through the 
rural districts and small communities. 
The profound effect the Federal Re- 
serve Act had on rural America once 
its full force became known was over- 
whelming, comparable to that which 
swept over so many business men late 
in 1929 when they found themselves 
without cash or the means of raising it. 


A Typical Case 


I recall one case in a small Minne- 
sota town. For thirty years its banker 
had been the leading citizen of the 
community — mayor, on the school 
board, leader in charitable work and 
a sort of family adviser to rich and 
poor. In all those years there had 
never been a whisper of criticism of 
his honesty or judgment. He had 
handled thousands of dollars for his 
neighbors without loss. When the new 
Federal Reserve method of banking 
entered into his sphere of activity, he 
refused to ruin some of his lifelong 
friends by following it. He insisted 
that Ole Oleson’s unsecured note was 
as good as gold and always had been. 
He insisted that Nels Nelson’s overdue 
mortgage would eventually be paid 
and refused to foreclose. But the ex- 
aminer was adamant and at length, 
after carefully combing over the rec- 
ords of the bank, found a cause for 
action, and the old banker was _in- 
dicted for embezzlement. The town 
was astonished. The examiner took 
over the bank. At the trial it was 
proved that the old banker had been 
careless in handling certain school 
funds, although no money had been 
lost and the banker had not profited 
himself thereby. It was merely care- 
less bookkeeping. Technically he was 
guilty, morally he was innocent. Then, 
in the midst of the trial, an astonishing 
and significant thing happened. After 
all the evidence was in, the prosecut- 
ing attorney quietly conferred with the 
judge, and then moved that the charges 
be dropped, and the case closed; which 
was done. 

However, the old banker was ruined, 
the small bank was bought by a city 
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bank whose vice-president was a direc- 
tor of the Federal Reserve Bank, and 
a timely warning and significant threat 
given to all small town bankers. 
Thereafter, they carefully followed the 
new order of banking. Unsecured 
loans ceased. Overdue mortgages were 
foreclosed. Banks failing to follow 
this process were closed. Rural bank- 
ers found themselves following the 
philosophy of one city banker and 
Federal Reserve director, “there is no 
such thing as an honest man when 
money is concerned. When a man is 
backed up against a wall, without in- 
come or property, he will invariably 
default his honest debts.” 


Loss of Confidence 


“Honor” loans as such did not 
wreck the rural banks so much as the 
loss of confidence engendered by the 
philosophy of assuming men to be dis- 
honest regardless. Banks rushed to 
obtain secured loans. Honor loans 
were converted into secured loans. 
Soon rural banks had practically all 
their loans safely, so the Federal Re- 
serve authorities thought, secured, and 
when the security soured the entire 
credit structure fell. 

When the final showdown came, 
rural banks had a small percentage 
of unsecured paper. Had they had 
more in the form of “honor” loans 
instead of a preponderance of farm 
mortgages they might have pulled 
through. Had it been possible to 
absorb the shrinkage in values due to 
post-war deflation by covering the 
difference with “honor” loans at least 
the subsequent bank failure would 
have been spread over a period of 
years and the ultimate blow to the 
entire country softened. 

The new dictum seeped down into 
the very roots of the small community. 
It altered the entire economic system. 
Hitherto the small merchant had car- 
ried his customers a month, sometimes 
a year even, and had charged a slightly 
higher price for his goods to handle 
the accommodation. The method was 
well understood by all. But now the 
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merchant found himself without the 
usual reservoir of credit at the bank, 
and unless amply supplied with cash 
himself, unable to extend credit as 
before. But even when possessed of 
the necessary reserve, he found it 


“A new and alarming misuse of 
credit likewise followed the new 
system. A dishonest person could 
readily borrow money at the bank 
if possessed of a satisfactory finan- 
cial statement or security. The 
Federal Reserve System really 
shifted the responsibility for a 
bank’s loans from the shoulders 
of the banker to those of the 
examiner. This gave to clever 
and unscrupulous attorneys and 
bankers and business men a 
golden opportunity. They knew 
that the available examiners could 
not check up on all the details of 
every loan.” 


ALLS CLD LOTTIE IS NE ERROR RR INR RE 


necessary still to charge more for his 
goods to repay himself for this credit 
accommodation. He was thus unable 
to compete with chain stores and this 
gave the latter an entering wedge in 
the small communities, which soon 
found themselves on a strictly cash 
basis. The old system of unsecured 
credit passed into the limbo of for- - 
gotten history. The man without prop- 
erty or money found himself little more 
than a peasant. To secure money at 
the bank it was necessary to pledge 
property; and to secure food at the 
stores it was necessary to have cash. 
The old quality of character was value- 
less. 


Farmer No Longer Controls Market 


The full effect on the farmer was 
insidious and even more disastrous. 
The average farmer up to that time 
had run on a small cash and large 
credit basis. Enough ready cash for 
clothing, amusement and such food as 
he did not raise was sufficient. The 
greater expenses of seeding, harvesting 
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and threshing he carried by means of 
a bank loan, usually unsecured. In 
the northern wheat belt these were 
usually made payable December 1, 
after the crop was marketed. How- 
ever, if the market was weak just at 
that time, and it usually was, the 
banker would renew the loan until 
such time as the market might stiffen. 
As this system was general it created 
a seller’s market. The farmer could 
hold his produce for a favorable mar- 
ket. But under the new system he 
could not do this. The bank was 
under pressure to collect all loans 
when due or else face possible trouble 
with Federal authorities. The result 
was that millions of bushels of wheat 
were thrown on the market at once 
and from a seller’s market it became 
a buyer’s market. Before the Federal 
Reserve Act took effect the farmer 
more or less controlled the wheat and 
cotton markets, thereby accomplishing 
what Congress has vainly tried to do 
by legislation. Many a farmer has held 
his wheat for one and two years by 
means of a bank loan waiting for a 
favorable market. 


Misuse of Credit 


A new and alarming misuse of 
credit likewise followed the new sys- 
tem. A dishonest person could readily 
borrow money at the bank if possessed 
of a satisfactory financial statement or 
security. The Federal Reserve system 
really shifted the responsibility for a 
bank’s loans from the shoulders of the 
banker to those of the examiner. This 
gave to clever and unscrupulous at- 
torneys and bankers and business men 
a golden opportunity. They knew that 
the available examiners could not pos- 
sibly check up on all the details of 
every loan, especially if various de- 
vious processes were injected into the 
deal, and thereafter every imaginable 
device was invented to pry money out 
of the banks and still be legally safe. 
And it must be remembered that practi- 
cally all secured loans were thence- 
forth considered legally safe and ac- 
ceptable to the Federal Reserve au- 


thorities. This was the inevitable result 
of laying down the rule that every 
loan must be secured by a definite and 
salable piece of property and con- 
versely that if such property were pro- 
duced or could be shown to exist the 
loan could hardly be rejected. The 
golden opportunity for the unscrupu- 
lous lay in the fact that no one knows 
just how to appraise property, espe- 
cially real property. One favorite 
device growing out of this situation 
was to buy a piece of property, get a 
friendly and accommodating tax as- 
sessor to raise its assessed valuation 
and borrow from an accommodating 
banker on the basis of the new valua- 
tion. 


Money Is Hoarded 


In like manner we might trace the 
change which the Federal Reserve sys- 
tem injected into other phases of com- 
mercial life, transferring the basis of 
credit from character and honor to 
things material, until there remains 
today no way whereby credit can be 
extended except on the basis of prop- 
erty which is progressively depreciat- 
ing. The net result is that thousands 
of men and companies are marking 
time. They have lost their credit and 
can borrow no money. They may still 
be in business but when they do collect 
any money they hoard it against pos- 
sible emergencies for they know full 
well these days that they can neither 
borrow from any bank, nor from pri- 
vate lenders except at exorbitant rates. 
So those millions are hanging on to what 
they have. They are not producing. 

Nor are larger industrialists and 
corporations in any better situation. 
Their profits are diminishing to and 
past the vanishing point into the red. 
Still they cannot secure credit. And 
the poorer their condition grows the 
less their possibility of borrowing is. 
Now the banker is in like predicament. 
His range of investments has narrowed 
down to gilt-edge stocks and bonds 
and government paper and now even 
the former are not yielding dividends. 
The disease is growing progressively 
worse. 





THE BANKERS MAGAZINE 11 


Honesty Has Been Penalized 


What jars the man on the street and 
the man on the farm most is the fact 
that the bootlegger, the racketeer and 
the industrialist who has ruined thou- 
sands of stockholders can still get 
credit at the bank while these men on 
the street and farm who have been 
honest, and are therefore broke today, 
can get no credit. The system penal- 
izes honesty and rewards dishonesty. 
It is likewise creating a dangerous mass 
psychology which some alienists call 
schizophrenic negativism. 

These men on the street and farm 
are bewildered by the realization that 
their old cherished virtues are now 
worthless but that the bank examiners 
who ultimately pass upon their loans 
are men, sometimes youths, of little 
practical experience. They wonder 
how such inexperienced examiners can 
intelligently reject security which they 
with their practical experience believe 
sound. They ask whether the Govern- 
ment can ever command a sufficient 
number of able men to put such a 
system into effect. They doubt 
whether a handful of $20,000 execu- 
tives with several thousand $3000 ex- 
aminers can ever put over a complex 
and closely supervised national bank- 
ing system. These reflections lead the 
man on the street to question the 
soundness of the entire Federal Reserve 
system as it now is set up. 


Subsidize Honesty 


One remedy to the situation would 
be to encourage business honesty and 
even subsidize it in some manner. In 
the long run such a program would 
save the nation money. The National 
Association of Credit Men estimates 
that our annual credit waste amounts to 
one and one-half billion dollars and 
will be greater now that prohibition 
is repealed and thousands of rack- 
eteers thereby thrown into the com- 
mercial crime field. Federal Reserve 
regulations could be changed to permit 
national banks to make unsecured 
loans to honest, industrious, thrifty 
and sober men and women, companies 


and corporations and popularize and 
even subsidize business honesty. Some 
money may be lost in doing this but 
this is far preferable to dragging our 
whole industrial fabric down to ulti- 
mate ruin. It will again imply that 
the American business man is honest 
until proved otherwise. The psycho- 
logical effect of such a change will go 
far toward starting the nation along 
the road to commercial rehabilitation. 

As a cold matter of fact the Govern- 
ment has now entered into the accom- 
modation loan field with certain banks 
and railroads. Some hankers call 
such a process inflation, yet mere 
unsecured loans are not inflationary 
unless we renounce the very basis of 
society—faith of man in man. We have 
in this country a vast potential credit 
reservoir in our collective earning 
capacity, called by some a “wage 
fund.” In 1929 our national wealth 
according to the National Industrial 
Conference amounted to 362 billions 
of dollars and the life value of all the 
citizens of this country in 1930 based 
on their earning capacity was estimated 
at 2400 billions of dollars, approxi- 
mately seven times as much. Although 
our tangible wealth is now mortgaged 


“We might trace the change 
which the Federal Reserve System 


injected into other phases of 
commercial life, transferring the 
basis of credit from character and 
honor to things material, until 
there remains today no way 
whereby credit can be extended 
except on the basis of property 
which is progressively depreciat- 
ing. The new result is that 
thousands of men and companies 
are marking time. They have lost 
their credit and can borrow no 
money. They may still be in 
business but when they do collect 
any money they hoard it against 
possible emergencies. They are 
hanging on to what they have. 
They are not producing.” 
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to the limit here is a vast intangible 
reservoir of credit untouched. Gen- 
erally speaking, the wage fund of any 
given section remains about seven times 
the national wealth of that section. 
It is doubtful whether any economic 
system can survive unless this wage 
fund is given a major position in the 
credit calculations. Psychology alone 
gives weight to this view. 


Human Element Essential 


We think of our commercial struc- 
ture in terms of machinery and by 
means of delicate adjustments here 
and there hope to make the contrap- 
tion work. The figure of speech is 
unfortunate. Our commercial struc- 
ture more closely resembles a human 
organism. Its human element is essen- 
tial to its well-being and must be 
woven into any scheme or law dealing 
with the social and economic welfare 
of the nation. A century and a half 


Real property, taxed 

Real property, untaxed 

Manufactured products 

Clothing, personal ornaments, 
carriages, 

Manufacturing machinery 

Railroads and equipment 

All other property 


ago Europe faced a situation strange'y 
similar to ours today. In her new:y 
discovered colonial possessions Europe 
had discovered, over 200 years still 
earlier, a vast treasury of wealth com- 
parable to our recent stock market. A 
new philosophy developed. “Money 
is wealth,” said the new economists, 
“and whatever cannot be converted 
into money is not wealth.” And this 
is precisely what our bankers and 
economists are saying today. They 
have yielded to the irresistible impulse 
to believe that only such things as 
can be seen, felt, weighed and tasted 
are of value, and have forgotten that 
intangibles such as honor, honesty, 
courage and other human and spiritual 
values are also a part of the national 
wealth and worthy of preservation. 

The total material wealth of this 


country in 1929 according to the 
Census Bureau was 362 billions of 
dollars. On a conservative basis of 
50 per cent. the borrowing capacity 
of this would be in round figures 181 
billions. However, since 1929, the 
value of our material wealth has 
shrunk; it is estimated over 50 per 
cent., so that the borrowing capacity 
of our entire country is only about 
90 billions or less. But the aggregate 
loans made on all this property now 
amount to more than its current worth 
and thousands of lenders, stockhold- 
ers, bondholders and bankers face 
the same essential decision the small 
town banker faced a decade ago when 
Ole Oleson defaulted his mortgage. 


National Wealth 


A few figures bring out this point. 
The national wealth of 1922, amount- 
ing to 321 billions of dollars, consisted 
of the following major elements: 


Per Cent. 
48 
20,509,000,000 6 
28,423,000,000 9 


furniture, 


39,816,000,000 
15,783,000,000 
19,951,000,000 
30,413,000,000 1 


Of the above taxed real estate, com- 
prising 48 per cent. of the entire 
tangible wealth of the country, ap- 
proximately one-half was farm prop- 
erty as the following table shows. 
Value of land and buildings on farm 


property: 


*1900 (June 1)............$16,614,647,491 
*1910 (Apr. 15)............ $4,801,125,697 
*1920 (Jan. 66,316,002,602 
*1930 (Apr. 47,879,838,358 
**1935 (Jan. 1)............ 32,858,844,012 


*15th Census of United States 1930, Vol. 
4, Page 64. 

**U. S. Census of Agriculture 1935, (Re- 
lease No. 4990). 


If all the farm property in this 


country had been taken to a_ bank 
and a loan made on it in 1920 on a 
50 per cent. basis, approximately 33 





Telephone Torture Chamber 


Hour after hour in the Bell Laboratories the torturer’s 
lifeless arm keeps dropping the telephone into its 
cradle. Nearby, telephones and apparatus are being 
frozen, baked, steamed. Materials undergo tests far 
more severe than any they are likely to meet in actual 
service. For they must prove their right to be a part 
of the nation-wide service that you know you can 


depend upon—always. 


BELL TELEPHONE SYSTEM 


billions of dollars would have been 
realized. In 1930, however, all the 
farm property in the country was 
worth less than 33 billions of dollars. 


Railroad Situation 


The railroad situation is even more 
incongruous. In 1922 the value of 
railroads and equipment was a trifle 


less than 20 billions of dollars. This 
was covered when stock exchange 
prices were at their peak in January, 
1929, by bonds valued at $10,008,- 
863,282, and stocks valued at $10,- 
200,748,447, a total of approximately 
21 billions of dollars. Today these 
have shrunk in value to less than 14 
billions of dollars. 


Railroad Securities Listed on the N. Y. Stock Exchange 


Per Cent. 
Mar. 1, 1936, values Decrease 


Bonds ...............$10,008,863,282 $8,756,538,841 12 
Stocks 10,200,748,447 4,912,872,513 52 


(New York Stock Exchange Year Book 1928/9, 1931/2 and 1935) 


Jan., 1929, values 
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In effect we have an ever increasing 
fringe of unsecured liabilities over 
and above the ever decreasing secured 
assets. The-entire economic situation 
is thus being forced back to the situa- 
tion existing prior to the inauguration 
of the Federal Reserve Banking Act, 
namely, that wherein the major body 
of credit was secured by material as- 
sets, with a large and elastic provision 
for unsecured credit in the form of 
honor loans. Bankers and economists 
may deplore and denounce a system of 
this sort, but their vaults are today 
filled with securities and mortgages 
which slowly, day by day, in the ag- 
gregate are accumulating an increasing 
fringe of non-security. As the depres- 
sion continues and valuations decrease, 
the prospect of transforming this un- 
secured fringe back into its original 
secured position by increasing property 
values becomes increasingly remote, 
and economists are now asking why not 
accept it as a permanent condition, 
revert to the old banking practice and 
recognize the safety, utility, social and 
economic need for unsecured credit as 
a necessary adjunct to commercial life. 


Credit Union Principle 
The 


type of 
financing capable of tapping the vast 
reservoir of credit reposing in the 2400 
billion wage fund has already been 
laid. The Credit Union principle used 


groundwork for a 


for non-relief loans can be easily 
applied in making what might be 
called psychological loans. 

The Credit Union is built upon two 
fundamental psychological principles, 
namely, the gregarious instinct of man- 
kind, and the homogeneity of certain 
groups of people. The individual of 
genius craves association with his 
fellow men. He will exert every pos- 
sible effort thereto, even to the point 
of improving his habits of honesty, 
industry, and sobriety. Public opinion, 
especially of those of close association, 
is one of the most powerful influences 
known, and can be used to force in- 
dividuals to pay their debts. The 
average man will endeavor to pay his 
honest debts rather than lose his 


friends. This principle is used in 
Credit Unions and could easily be 
used in industrial financing. It is an 
old adage that business and friendship 
do not mix and for this reason, taken 
in reverse, when they do mix, it is 
only upon a basis of absolute honesty 
and thorough understanding. It is 
upon this principle in part that the 
Credit Unions have conducted their 
operations successfully. 


The second Credit Union principle 
is that of racial, religious, industrial 
and neighborhood homogeneity. In- 
dividuals in close contact or in the 
same business or of the same creed have 
particularly strong psychological ties. 
They support each other mutually. 
The strong help the weak; the fortu- 
nate, the unfortunate; the healthy help 
the sick and the wealthy, the poor. 
But only within closely knit groups 
does this happen. Here is a second 
psychological principle capable of 
wide application. 


These two principles can be adapted 
to industrial financing on a large scale. 
For some years, small one and two 
man enterprises have, through Credit 
Unions, employed these two principles, 
but even more important is the fact 
that for centuries almost all credit was 
so foundationed. It is only within 
recent years that they have been 
abandoned and, of course, within the 
Federal Reserve System, they find no 
place whatsoever. 


The depression could be cured with- 
in six months by a judicious applica- 
tion or rather re-application of these 
principles. Material security is not 
necessarily needed for credit; in fact, 
it has been a decided handicap during 
the past few years. Millions of dollars 
annually are being lost and unscrupu- 
lous individuals are finding rich op- 
portunities to profit thereby. Losses 
will, of course, occur in psychological 
loans but it is interesting to note that 
during the depression not one Credit 
Union has failed. Clearly the losses 
on psychological loans, if properly 
made, would be and should be, less 
than on secured loans. 





Making the Most 


» » 


of the Credit Department 


NTIL the advent of the depression, 

city banks generally experienced 

such a consistent growth in all 
phases of activity that it was found con- 
stantly necessary to add personnel to 
each sub-division of the banking or- 
ganization to keep up with the routine 
requirements of the volume of business 
transacted. 

Competition demanded that credit 
department facilities be offered to cus- 
tomers without charge and, as the value 
of such services manifested itself, an 
expanding portion of the work consisted 
of checking all possible avenues and 
sources of information for depositors. 
Clients grew to expect not only reliable 
facts pertaining to risks which they had 
under consideration but an interpreta- 
tion of these facts which was deemed 
particularly useful because it was pred- 
icated upon the traditionally sound 
and dependable judgment of the true 
banker. 

Business prosperity and the gener- 
ally accepted fact that competition had 
demanded a thoroughgoing department 
devoted to credit analysis made it com- 
paratively easy for bank management 
to approve the moderate costs of sup- 
plying credit information. To under- 
stand just why costs could be termed 
“moderate” it is only necessary to 
record that the work of the credit de- 
partment had acquired the reputation 
of being so intensely interesting and 
broadening, that it attracted many de- 
sirable young men, who, in recogni- 
tion of the popularity of its educational 
advantages over experience in other 
divisions of a bank, were willing to be 
employed at comparatively low sal- 
aries. The credit department had be- 
come the workshop for the banker’s 
apprentice, and since there existed a 
continual waiting-list for admission 
into this section of a bank, low sal- 
aries were the rule. With salaries con- 


By MicHet E, Puyans 


This is the second of two articles on 
the credit department. The first ap- 
peared in the June issue. 


stituting 80 per cent. to 90 per cent. of 
operating expenses, it was correctly as- 
sumed that the costs of running an ade- 
quate credit department were not ex- 
orbitant and could therefore, in all 
probability, be easily absorbed. 
Furthermore it was invariably found 
that the total financial outlay for the 


“The credit man, trained to ap- 
praise new trends, interpret conse- 
quences, and sift out valuable 
ideas, should remain a sound bank- 
ing asset, in spite of the vagaries 
of economic conditions.” 


maintenance of the so-called “intan- 
gible service divisions,” or the nonin- 
come producing departments (of which 
the credit was one), was insignificant 
when compared to the aggregate oper- 
ating expense and particularly the ex- 
cellent earnings of the bank as a whole. 
This gave rise to the impression that to 
undertake a more searching analysis of 
each item of expense would be a waste 
of time since it could only bring trivial 
results. 


A Challenge to Credit Men 


In the past several years of economic 
upheaval, however, things have come to 
pass that have changed all this and 
today, more than ever before, bankers 
are making a meticulous analysis of 
their costs of operation; unprofitable 
services are being carefully scanned 
and revamped, all expenses are being 
pared and scientific methods are being 


15 
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installed to control costs and insure 
operating efficiency. Under these cir- 
cumstances, it is of vital importance 
to their welfare that credit men fully 
appreciate the challenge that exists in 
banking trends — particularly those 
which have asserted themselves between 
1931 and 1935. 

Commercial loans, the supervision of 
which is the principal raison d’étre of 
the credit department, declined from 
53 per cent. to 17 per cent. of total 
loans and investments of all reporting 
member banks of the Federal Reserve 
System during the aforementioned five 
year period. It may not be agreed 
that this constitutes a fundamental and 
possibly permanent change in banking 
but have any majority of those engaged 
in bank credit work applied their an- 
alytical abilities to the significance of 
this decline in order to arrive at a 
comparative value for their services to 
the banking profession? The implica- 
tions of the trend cannot be dismissed 
lightly for they have been given added 
weight and importance by legislative 
recognition from within the Federal Re- 
serve System. Regulations now enable 
member banks to borrow against “slow 
assets” under definition of “any sound 
assets,” meaning long term capital as- 
sets, long term mortgages on real es- 
tate, etc. The insurance of deposits 
has likewise contributed to encourage 
an enlargement in “investments” aided 
by such factors as rising deposits, ex- 
cess reserves and poor earning char- 
acteristics of acceptances and commer- 
cial paper, as opposed to investment 
yields. 


Stagnant Condition Temporary 


There is food for thought along this 
line as far as credit men are concerned. 
Can it be true that the backbone of the 
banking business—loaning funds for 
productive short term seasonal pur- 
poses—is being replaced by the ad- 
ministration of long term investments? 
If this is true, then the investment 
banker will be substituted for the com- 
mercial banker as the dominating per- 
sonality in bank administration and the 
large body of credit executives and 


their understudies have no alternative 
but to realize that their commercial 
value has permanently depreciated by 
more than 50 per cent. with conse- 
quent danger to their employment. 


Opinion Does Not Solve Problem 


What seems to allay these fears is 
the popular and agreeable opinion that 
the stagnant condition of commercial 
credit is a temporary matter and that 
what is being experienced is a_pro- 
longed cycle of poor business, aggra- 
vated by a world-wide depression and 
the political and social influences 
arising therefrom. Money: has been 
made available in such abundance, 
principally via governmental deficits, 
deposits have risen so sharply, the 
banking competition for constantly 
declining short term commercial loans 
has driven rates so low, that banks have 
had to seek the long term investment 
field in self-preservation. It is felt that 
a reversal of this trend is bound to 
come and commercial loans will gradu- 
ally regain importance as the most logi- 
cal source of working capital for sound 
progressive business management be- 
cause of their flexibility and conse- 
quent low cost, when compared to the 
normal interest demands of bonds or 
preferred stocks. Rather convincing 
substantiation of such an attitude is 
gained from a study of the historical 
cycles of business economics and other 
related and significant facts; for in- 
stance, that interest rates are no lower 
today than they were at the turn of 
the century. 

There is also the important premise 
that inflation will result from the arti- 
ficial stimulants which have been ad- 
ministered by government and _ there 
must inevitably take place an evapora- 
tion of the puddles formed by excess re- 
serves. This should be followed by a 
hardening of interest rates as an initial 
reflection that inflation has actually 
taken hold. The theory is that because 
deposits have risen through the influ- 
ences which have obtained, loans must 
sooner or later accompany this rise 
to finance a higher dollar value of in- 
ventory and receivables. This should 
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gradually restore importance to reserve 
requirements and the burden thereof 
should gradually shrink the credit base. 
Once this trend is in evidence, and 
while the purchasing power of the dol- 
lar is in process of adjustment, there 
should occur a withdrawal of capital 
temporarily here, and some domestic 
capital may again seek to supply mar- 
kets abroad. This should further de- 
crease the amount of loanable funds, 
forcing interest rates up where commer- 
cial loans would again be a source of 
real profit for banks. 

Prognostications, however, cannot 
be converted into terms of cost account- 
ing and no matter how soundly they 
may have been conceived they are al- 
ways at the mercy of unforeseen, yet 
vital, developments of political, social 
and international character. Mere 
opinion that there will be an eventual 
restoration of commercial loans to a 
profitable level will not overcome the 
management problems existing today. 
The science of cost accounting may 
be successful in demonstrating conclu- 
sively, by a careful scrutiny and inter- 
pretation of the relationship between 
successful credit department operation 
and better than average bad debt loss 
experience, that the savings effected by 
the specialized work performed for a 
bank’s loaning officers under normal 
conditions more than offset mainte- 
tance expenditure inclusive of the free 
services rendered to clients. 


Today’s Realities 


This loses its importance, however, 
when the same method of analysis re- 
veals with equal effectiveness that loan 
activity has been so curtailed, and in- 
terest-income per unit loan so reduced, 
that during the greater part of the past 
five years the credit department has 
contributed nothing of definite value to 
the bank’s operations with the possible 
and not negligible exception of the 
good-will created by answering the nu- 
merous credit inquiries received. from 
customers. 

Obviously, policies for all depart- 
ments of banking must be formed upon 
today’s realities and not on tomorrow’s 


“With the knowledge that he has 
acquired from past experiences in 
dealing with the problems of many 
types of industry, the credit man 
is extraordinarily well suited to 
determine the new business possi- 
bilities of any situation that comes 
to his attention. Neither money 
nor services can safely be offered 
indiscriminately and this in itself 
makes it entirely logical for the 
credit department to be charged 
with the responsibility of creating, 
and passing on, new business sug- 
gestions.” 


probabilities. So long as business con- 
ditions remain as they are the credit 
man’s position in banking is faced with 
a dangerous threat to its value and 
therefore to its stability. 

All of the foregoing necessarily im- 
plies that if the operating heads of 
banks want to deal solely with the 
tangibles of cost accounting, they can 
create a surprisingly strong and logical 
argument for the advisability of either 
reducing credit department salaries or 
dismissing personnel in order to meet 
today’s conditions. Fortunately by the 
realization of what an efficiently man- 
aged credit department can accomplish 
it can be just as conclusively demon- 
strated that an operating policy built 
up on such cautious penny-pinching 
methods would constitute a glaring 
lack of appreciation, not so much for 
the probable effectiveness of the credit 
division when times were good, as for 
the valuable use to which the trained 
credit mind can be put while awaiting 
the restoration of volume in commer- 
cial bank loaning activities. 


New Uses Must Be Developed 


Not only can the credit department 
be operated efficiently without reduc- 
ing salaries, but this traditional non- 
income-producing department can ac- 
tually be made to contribute more di- 


than was. ever 
First it must be un- 


rectly to earnings 
thought possible. 
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derstood that under normal business 
conditions of the past it was frequently 
found necessary for members of a bank 
credit department to work overtime just 
to keep up with the volume of work 
that was assigned to them. The de- 
mands of the loaning officers and the 
requirements of customers were so 
constant and time-consuming that it 
was hardly possible, and certainly not 
necessary, to think of anything but the 
amount of well defined work that al- 
ways seemed to remain undone. While 
little or no time was spent under these 
circumstances to develop new uses for 
existing facilities the advent of the de- 
pression has made this a foremost ne- 
cessity. Efficiency must be main- 
tained, idle time must be cut, and this 
can only be accomplished successfully 
if the entire credit force will co-operate 
to one end: making alert use of all 
information that comes to its attention 
and which might be converted into new 
business for the bank. 


Finding New Business 


There are certain fundamental prin- 


ciples to be considered. Basically, 
banking functions have been so _per- 
fected and standardized that the only 
sensible line of effort to overcome the 
influences of the depression should take 
the form of getting the greatest number 
of customers to realize how helpful a 
bank’s services can be. Reared in the 
tradition of conservative restraint, the 
banker is slow to take to the idea that 
he should go out and sell his services 
aggressively. To offer to lend money 
seems like putting the cart before the 
horse and a sure way to increase bad 
debt losses. Yet this is the trend today. 
No longer can banks wait for the cus- 
tomer to call, they must go to the cus- 
tomer and redouble their interest in his 
business if they are to merit his confi- 
dence. Competition teday is in service, 
politeness, intelligence, speed and ac- 
curacy plus initiative. Any business 
in ill health will invariably yield to 
enterprising service. 

With the knowledge that he has ac- 
quired from past experience in dealing 
with the problems of many types of 


industry, the credit man is extraordi- 
narily well suited to determine the new 
business possibilities of any situation 
that comes to his attention. Obviously, 
neither money nor services can safely 
be offered indiscriminately and this in 
itself makes it entirely logical for the 
credit department to be charged with 
the responsibility of creating, and pass- 
ing upon, new business suggestions. 

Not only is the carefully educated 
judgment of the experienced credit man 
ideal for this purpose, but the very 
functions of his department are com- 
plementary to the systematic activity 
by which the maximum in productive 
results will be obtained. Once a real 
program of this character is initiated it 
will soon be discovered that the effec- 
tiveness of the work is as unlimited as 
the intelligence, resourcefulness, and 
initiative of each member of the credit 
department will permit. 


The Central File 


The first requisite, and most banks 
already have it in some form, is what is 
known as a central file. Through this 
medium can be traced all departments 
of a bank which have a business rela- 
tionship with any given individual, 
firm or corporation. This file also 
cross-indexes all affiliated or related 
accounts and defines by symbols ex- 
actly what the connection consists of. 
Thus, the credit files which, if carefully 
built up through the years of a bank’s 
history will yield the most valuable 
basic data for successful new business 
ideas, can be most efficiently supple- 
mented. Other time-saving and me- 
thodically filed information will be 
found desirable as the work progresses. 
For instance, it is useful to have each 
officer of the bank lodge with the 
credit department a complete list of his 
important business friends and ac- 
quaintances. These are cross-indexed 
to what in most cases will be already 
existing files on the companies with 
which they are identified. 

In this way the maximum use can 
be made of contacts that might other- 
wise be completely obscured. The next 
step is for the credit manager to de- 
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mand that none of the customary re- 
views of financial statements of com- 
mercial accounts be submitted to him, 
on their way to officers of the bank, 
without written evidence in the credit 
file to show that a thorough relationship 
review has been undertaken. This is 
to determine, not so much what depart- 
ments of the bank are being favored 
with business by the company under 
consideration, but particularly those 
that have not and for some reason or 
other could be. 


Questions for the Credit Analyst 


For the best results the credit analyst 
can ask himself a series of questions— 
for instance: 

1. Is the bank receiving a fair share 
of the business which the company has 
to offer? 

2. Can the company make construc- 
tive use of credit and can the bank 
safely offer to make loans? 

3. Does available information show 
that the company does some business 
in foreign countries and, if so, could 
the foreign department be of assistance 
in financing shipments and handling 
the documents to and from foreign 
ports? How about buying and selling 
foreign exchange or arranging business 
or travelers’ letters of credit? 

4. Does the company have a market- 
able securities portfolio? If so, would 
it be desirable to interest the manage- 
ment in the advantages of the safekeep- 
ing department or the investment re- 
view service? 

5. Is the company’s financial posi- 
tion such that it would benefit from, a 
capital readjustment or debt refunding 
program? If so, constructive sugges- 
tions might lead to appointments as 
transfer agent, registrar, corporate trus- 
tee, coupon-paying agent or depositary. 

6. What other important connec- 
tions do the officers and directors of 
the company have? Can the existing 
relationship be useful in developing to 
advantage business from these other 
sources? 

7. What possibilities exist for se- 
curing personal business from the offi- 
cers and directors? Are they wealthy 


men and could they benefit from the 
bank’s knowledge of such matters as 
estate problems, gift taxes, trust ad- 
ministration, investments? 


Credit Man Should Be Alert 


It is impossible to treat here with the 
multitude of such questions which once 
made a part of the credit man’s routine 
will inevitably lead to some really con- 
structive new business suggestions. The 
same methods can be used to review 
each business connection maintained 


“Policies for all departments of 
banking must be formed upon to- 
day’s realities and not on tomor- 
row’s probabilities. So long as busi- 
ness conditions remain as they are 
the credit man’s position in bank- 
ing is faced with dangerous threat 
to its value and therefore to its 
stability.” 


with the bank, whether it be in the 
form of a personal checking account. 
firm account, corporate trust account, 
investment account, etc. 

When this part of the program is 
under way the credit manager can de- 
vote some time instilling the same spirit 
of alertness and initiative in each credit 
investigator. The latter should already 
recognize that by performing his duties 
thoroughly, by answering the inquiries 
of customers competently, he is con- 
stantly creating good-will which, though 
intangible, can often attract business 
that might otherwise be placed with 
another bank. 

But more than this can be accom- 
plished. The work undertaken by the 
investigator in order to answer properly 
a customer’s inquiry about the credit 
standing of another company is suf- 
ficient in scope to determine whether 
the subject of the inquiry is an im- 
portant enough organization to be 
classified as a desirable new business 
prospect. The inquiry may reveal that 
the company in question could make 
very advantageous use of another bank 
account with a line of credit, such as in 
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the case of companies using the facili- 
ties of commercial paper brokers for 
the sale of their paper in the open 
market. 

Theoretically such borrowers should 
have sufficient open bank lines, at all 
periods of the year, to meet the total 
of notes outstanding in the commer- 
cial paper market. 


Overcome Criticism of Department 


Then, another new business oppor- 
tunity would arise if the investigator 
discovered a thriving and rapidly ex- 
panding business, financed by one lo- 
cal bank whose legal limitations would 
demand that another bank fit into the 
picture. In short, the credit investi- 
gator can do much to overcome the 
criticism that the credit department is 
no longer necessary because of present 
business conditions. 


All members of the credit division 
should be made to realize how wide- 
awake activity can bring in business. 
For example, reading the morning 


newspaper carefully, an officer’s atten- 
tion is drawn to an item disclosing 
that X Manufacturing Company, one of 
the bank’s valued accounts, is to build 
a new plant in Los Angeles. Through 
an alert use of the credit file and this 
information an immediate call upon 
the proper official of the company not 
only might result in a profitable and 
safe loan but a desirable account could 
conceivably be directed to the bank’s 
Los Angeles correspondent through the 
right approach and the proper recom- 
mendation, creating valuable goodwill. 


A simple inquiry about the financial 
responsibility of one of the bank’s own 
customers can uncover a piece of busi- 
ness that may result in a loan with 
practically no risk to the bank such as 
the case of a government bureau in- 
quiry to determine the ability of a 
company to fulfill a contract on which 
it has submitted a bid. The bank can 
not only help the customer get the con- 
tract but also lend with almost com- 
plete safety. Another thing to bear in 
mind is the importance of keeping 
abreast of all legislation. Many an 


excellent piece of business has been 
derived from knowing who could bene- 
fit from the Reconstruction Finance 
Corporation, Section 13B of the Fed- 
eral Reserve Act, and the Federal Hous- 
ing Act, to mention only a few. 


To guarantee the effectiveness of all 
these new business efforts of the credit 
department, all suggestions should not 
only be answered in writing for the 
credit file records by the officer assigned 
to the account or by one of the new 
business representatives, depending on 
the type and character of the recommen- 
dations, but it will also be .helpful to 
have a committee of officers—preferably 
including an executive of each division 
of the bank—make an independent re- 
view to ascertain whether valuable sug- 
gestions have been or are being given 
adequate consideration. The success of 
the entire plan will rest largely on the 
shoulders of the chairman of this com- 
mittee who should be one of the highly 
respected officers, with a record of force- 
ful and uncompromising leadership. 

Thus one can appreciate the fact that 
control of credit department costs is not 
so much concerned with management 
of expense as it is with gaining new 
usefulness and productivity. At the 
same time the credit manager should 
keep a careful record of the number 
of inquiries received from the frequent 
users of the department’s investigating 
facilities. The cost thereof should be 
compared with the importance of the 
inquirer’s account, so that any abuse 
of this free service can be corrected by 
making the customer realize what the 
actual costs are. Any recalcitrance can 
be overcome by tactful explanation and 
it will often result in a betterment of 
the account or willingness to be billed 
for the charges of each investigation. 

There will be no lessening in the 
hazards of business in the years ahead, 
changes will come from unexpected dis- 
coveries, etc. It must therefore be as- 
sumed that credit men, trained to ap- 
praise new trends, interpret conse- 
quences and sift out valuable ideas, 
will always remain a sound banking 
asset, in spite of the vagaries of econo- 
mic conditions. 


er ee ee ee eo ee 





Servicing FHA Mortgages 
Handling the Details 


This is the sixth of a series of ar- 
ticles on mortgage loans made by 
banks under Title II of the National 
Housing Act. The title of next month’s 
article is “The FHA Investment.” 


By Georce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Ala. 


ERHAPS all banks have had some 

experience with mortgage loans. 

However the FHA single mortgage 
plan represents a new system of financ- 
ing never before attempted by com- 
mercial bankers. 

A few years ago mortgage loans 
having a maturity date of twenty years 
were unknown as banking investments. 
Today banks holding a contract of 
insurance under Title II of the Na- 
tional Housing Act are seeking such 
loans. 

Unlike other paper to be found in a 
bank’s portfolio FHA insured loans 
require constant attention and service. 
Not only must the lending institution 
collect and record principal and inter- 
est monthly but it has other definite 
duties to perform. In addition to the 
monthly payment of principal and in- 
terest, the mortgagee must collect taxes, 
hazard insurance, mortgage insurance 
and a monthly service charge on each 
loan. Also the lending institution must 
pay all assessments annually during 
the life of the mortgage. 


Book Entries 


To illustrate the service to be ren- 
dered on a twenty year FHA loan the 
following figures might be of interest 
to bankers: 

Book entries to be made over a pe- 
riod of twenty years: 240 entries of 
interest received; 240 entries of princi- 
pal received; 240 entries of service 
charge; 240 entries of taxes; 240 en- 
tries of hazard insurance; 204 entries 


of mortgage insurance (estimated to be 
paid up in 17 years). 

The following payments are required 
annually against each loan: Mortgage 
insurance, 17 years; hazard insurance, 
20 years; taxes, 20 years. 

The figures shown above represent a 
part of the work to be done in connec- 
tion with handling FHA Title II loans. 
Besides the entries and payments listed 
above, the mortgagee must make ad- 
justments of charges and keep trust 
accounts on all loans. 

Banks that maintain mortgage loan 
departments are, of course, equipped 
to handle a large volume of FHA 
mortgages while the servicing of FHA 
loans by other institutions will increase 
the duties of active officers and em- 
ployes. 


A Few Essential Forms 


In order to service the loans prop- 
erly and preserve an accounting record 
the lending institution should have 
some systematic method of handling: 
the papers and place the loans under 
the supervision of an officer of the 
bank. To do this it is not necessary 
that the bank purchase complete sys- 
tems for the purpose of recording pay- 
ments and disbursements. Often the 
purchase of a few essential forms to 
be used with records already on hand 
is all that is needed to service the loans 
in a satisfactory manner. 

In other articles the method employed 
by the author in closing FHA loans 
has been described, while this article 
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will be devoted to an explanation of 
setting up the loans on the books of 
a bank and servicing the papers over 
a period of years. 

At this stage let us assume that the 
loan of John Doe and wife, Mary F. 
Doe, involving a principal sum of 
$3000, has been closed and disburse- 
ment of the proceeds has been made. 


The Loan Envelope 


To facilitate the handling of pay- 
ments and the preservation of all docu- 
ments our bank purchased a loan en- 
velope especially designed for FHA 
loans. This envelope, which is repro- 
duced here, is made of 200 pound 
document tag manila, which is an ex- 
ceptionally durable paper stock. It 
measures 10 by 15 inches and is de- 
signed to hold all papers used in con- 
nection with Title II loans. In our 
bank we use one envelope for each 
loan customer placing in the pouch 
the following documents and papers: 

1. The FHA mortgage loan folder 
which contains the mortgage, note, in- 
spection reports, the application and 
the amortization schedule. 

2. The abstract. 

3. The house plans and all cor- 
respondence relative to the loan. 

4. Insurance policies and _ receipts. 

By the use of such an envelope all 
papers are kept under one cover for 
quick reference and saving in time of 
handling payments. 


An Installment Record 


The outside cover of the envelope 
becomes our installment record, hav- 
ing ample ruled space for crediting the 
monthly payments of principal. Space 
is provided for entering the date of 
each payment with the payment num- 
ber printed for each month. The third 
column is used for entering the balance 
after each monthly payment is credited. 
The envelope is intended for use 
over a period of twenty years and is 
ruled for 240 entries, or credits, on 
the principal amount of the loan. 

By using this record the lending 


institution will not have to handle the 
original FHA Note which is preserved 
inside the envelope. Since the envelope 
is somewhat larger than the standard 
size letterhead the author suggests that 
the loan envelopes be filed from the 
side of the filing case and the alpha- 
betical guides arranged in a like 
manner. This will save the purchase 
of a special file for the loans if the 
lending institution has on hand a steel 
letter file. 

After an FHA loan is closed and 
the note is endorsed for insurance the 
lending institution will receive the 
amortization schedule showing the 
amounts to be credited monthly for 
service charge, interest, mortgage in- 
surance and principal. The amortiza- 
tion schedule comes bound in a card- 
board folder which is intended for use 
in filing the mortgage, note and other 
documents supporting the loan. The 
folder will be found helpful in keep- 
ing records of the loan papers, insur- 
ance payments, taxes and other debts 
against the mortgaged property. 


Entering the Loan 


Following through the case of John 
Doe and wife, Mary F. Doe, for a 
$3000 20-year FHA loan we can now 
place all papers in the loan envelope 
and enter the loan on the books. 

On the loan envelope the name and 
address of the mortgagors is placed in 
the space provided at the top of the 
envelope at the extreme left. The 
FHA serial number is listed next and 
also the number assigned to the loan 
by the lending institution. Opposite 
the amount column the principal 
amount of the loan is entered which 
in this case is $3000. 

Since the loans are posted to the 
liability ledger in the same manner as 
other obligations to the bank it will 
not be necessary that the bank pur- 
chase special ledger sheets for this pur- 
pose. Any standard form liability 
sheet will serve for this record. It is 
best to list all essential information 
on the ledger account such as numbers, 
security and the date when payments 
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are due, as well as the final maturity 
date of the mortgage. 

At this stage we have determined 
that the payments on the $3000 20-year 
FHA loan are as follows: 


. Principal and interest........$19.80 
2. Taxes (estimated).... 

. Hazard insurance 

. Service charge 
5. Mortgage insurance 


Total monthly payments ... $28.18 


Amortization Schedule 


The amortization schedule showing 
the breakdown of payments for the 
first year is shown here to clearly illus- 
trate the procedure. It covers a loan 
in the amount of $3000 with an amorti- 
zation period of 20 years. 

Referring to the amortization sched- 
ule below it is now possible to credit 
all payments separately. Item 1 under 
the monthly payment schedule covering 
the total of principal and interest is 
now to be divided and credited in 
two amounts. From the amortization 
schedule it will be noted that out of 
the figure $19.80 we should credit on 
the first payment $7.30 on the princi- 
pal amount of the loan, and enter as 
interest $12.50. It is essential that the 


lending institution refer to the amorti- 
zation schedule each month as_ the 
amounts to be credited to principal 
and interest change monthly.  Al- 
though the total of the two payments 
remain the same over a period of one 
year, in our story case, the interest pay- 
ment is reduced approximately three 
cents each month and the principal 
payment increases in a like amount. 


It must now be assumed that the 
lending institution has received a check 
from John Doe, in the amount of 
$28.18 as the first monthly installment 
on the loan of $3000. 


Schedule Avoids Errors 


From the amortization schedule we 
note that out of the first payment 
$7.30 is to be credited on the princi- 
pal amount of the loan. So the entry 
of this amount is made on the books 
and a like amount is also entered on 
the loan envelope after which the bal- 
ance of $2992.70 is brought down. 
(See loan envelope.) 


To avoid an error in subtraction of 
a payment the lending institution can 
refer to the balance as shown on the 
amortization schedule. Interest and dis- 
count account is credited with $12.50 


Fepverat Hovusinc ADMINISTRATION 


Amortization Schedule 


Serial No 


Payment Payment Service Premium 
Date Number Charge’ Rate Charge 


11/1/35 5 $15.00 
12/1/35 $1.23 1.25 
1/1/36 1.23 é 
2/1/36 1.23 
3/1/36 1.23 
4/1/36 1.23 
5/1/36 1.23 
6/1/36 1.23 
7/1/36 1.23 
8/1/36 1.23 
9/1/36 1.23 
10/1/36 1.23 
11/1/36 1.23 
14.76 3 
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Rate 


Balance 
Due 


$3,000.00 
2,992.70 
2,985.37 
2,978.01 
2,970.62 
2,963.20 
2,955.75 
2,948.27 
2,940.75 
2,933.20 
2,925.62 
2,918.01 
2,910.37 


Credit to 
Principal 


Interest 
Charge 


Monthly 
Payment 


$12.50 
12.47 
12.44 
12.41 
12.38 
12.35 
12.32 
12.28 
12.25 
12,22 


12.19 
12.16 
147.97 


$7.30 
7.33 
7.36 
7.39 
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Shown above is the first year of the amortization schedule for a $3000 FHA loan 


which is amortized over a period of twenty years. 


From this schedule the lending insti- 


tution determines the breakdown of the monthly installments. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


covering the monthly interest allowed 
on the paper. 

Most banks carry a service charge 
account on their general books and it 
is to this account that we post the 
service charge of $1.23. The princi- 
pal and interest payment and the serv- 
ice charge might be termed funds be- 
longing to the lending institution since 
the remaining portion of the monthly 
payment is held for obligations not 
due. 


An Accounting Record 


In our bank we opened a trust ac- 
count on the individual ledger for 
each loan customer in order to pre- 
serve an accounting record. In the 
story case an account is opened in the 
name of the Blank National Bank, 
agent for John Doe. Out of the first 
payment we must credit to this ac- 
count the following: 


Hazard insurance.... 
Mortgage insurance 


Total 


The above amounts are listed on a 
deposit ticket and posted to the trust 
account of our customer in the same 
manner as any deposit on the individ- 
ual ledger. By using this method suf- 
ficient funds are accumulated to pay 
the annual debts against the property 
when due. 

It is always best to determine the 
due dates of such obligations and ar- 
range to make collection of exactly 
one-twelfth of the total debts monthly 
so that the borrower will not have to 


New York City 


be called upon for extra funds. A card 
system is used for keeping records of 
insurance policies and other obliga- 
tions payable annually. 

The following will show clearly the 
book entries that have been made in 
our story case in handling the first 
installment: 


CREDITS 


Interest and Discount Int. 
Loans: Principal 
Service Charge A/C Ser. Charge 


$12.50 
7.30 
1.23 
INpvivipuat LEDGER 
Taxes 4.15 
Hazard Ins. 1.7 
Mortgage Ins. 1.2 


Deposit: 
Deposit: 
Deposit: 


. 


7.15 


Total monthly payment $28.18 

When obligations against the mort- 
gaged property are due checks can be 
issued on the trust account in payment 
of the debts. Our records or statement 
of the account will show the exact 
amount that has been collected on each 
loan and the amount of disbursements 
against the account. If called upon 
to do so we can furnish a statement 
of the account at any time showing 
receipts and disbursements. 
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A RUGGED effort, honestly undertaken 
and sincerely continued, to bring the 
budget into balance would dispel unem- 
ployment more quickly and more effec- 
tively than anything else that govern- 
ment can do. It will also avert the crash 
which will follow as inevitably as night 
follows day if this excessive spending 
is not stopped.—New England Letter, 
First National Bank, Boston. 
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Here to Stay « « The Service Charge 
An Oklahoma Banker Finds by Survey 


O the question, “Is the service 

charge a permanent measure?” 

100 per cent. affirmative answers 
and no negatives were received. Some 
half dozen pointed out that the “service 
charge” should be subject to modifica- 
tions with subsequent changes in gen- 
eral conditions, and that the bankers 
should not let their enthusiasm for this 
source of revenue unbalance their good 
judgment, and thereby perhaps kill the 
goose that laid the golden egg. 

Among the reasons given for the per- 
manency, perhaps paramount and fore- 
most is the necessity for earnings in 
these times. Also, it is a sound and 
fair charge; each account should pay 
its own way; the banker has no moral 
or economic right to expect one class 
of customers to pay for the service ren- 
dered to another class. Bankers now 
consider that their service is just as 
much “stock in trade” as are the shoes 
on the merchant’s shelf, the doctor’s 
calls or the attorney’s counsel. 

At the Regional Conference of Bank 
Auditors and Comptrollers, which was 
held in Louisville, Kentucky, in May, 
E. W. Pollock, vice-president of the First 
National Bank and Trust Company of 
Tulsa, Oklahoma, took as his theme 
“The Future of the Service Charge.” In 
order to prepare his address he con- 
sidered that the best approach was to 
make a survey, which would present 
more than his own experience. He 
wrote 100 letters to banks varying in 
size throughout the country. He asked 
these banks sixteen specific questions, 
and two general ones. Seventy-seven 
replies were received, and all of these 
seventy-seven believe that the service 
charge is permanent. A consensus of 
the opinions expressed in answer to the 
other questions are also given here. 


Adoption of Service Charge 


Bankers have awakened to the fact 
that the public has taken seriously the 
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invitation to pay all bills by check, and 
let the bank be the bookkeeper. In many 
instances banks have found themselves 
doing considerably more clerical work 
for certain customers than the income 
from their account would support. Natu- 
rally they had to adopt some measure 
of breaking even. The banker could 
hardly ask the customer outright to 
withdraw his account; in many _in- 
stances there was no possibility for the 
depositor to increase his balance; on 
the other hand he had found paying bills 
by check such a convenience that he 
did not choose to materially reduce the 
number of checks drawn, so it has set- 
tled down to a proposition of the bank 
levying a charge for services rendered 
in excess of the earnings on balances. 


Large vs. Small Banks 


Although there are exceptions to most 
rules, a survey actually shows that the 
larger banks were the leaders in the 
adoption of the service charge and are 
the ones that are maintaining a “stiffer 
backbone” in the enforcement. 


Branch or Unit Banks 


In territories where both branch 
banks and unit banks are present, 
branch banks on the whole adopted it 
more readily and are sticking closer by 
the service charge rules. 


State or National Banks 


It would seem that whether an insti- 
tution travels under a national or state 
charter should make no difference as to 
its willingness to adopt service charges; 
that being a matter that depends on the 
good business sense of the individual 
management. In 75 per cent. of locali- 
ties this is true; the other 25 per cent. 
give leadership credit to national banks. 


Member and Non-Member Banks 


On the question of whether the Fed- 
eral Reserve member banks or non- 
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member banks adopt more readily the 
service charge, it is found that 75 per 
cent. of the localities report no distinc- 
tion; while 25 per cent. reported that 
member banks took the lead. 


What Has Charge Accomplished? 


In the matter of the accomplishments 
of the service charge—the answer that 
is almost unanimous with bankers is “In- 
creased earnings.” “Many of the small 
banks must pay their operating expenses 
from the service charge.” “This in- 
creased net earnings in many cases rep- 
resents nearly all of the net which banks 
have available for dividends.” “It has 
put large accounts on a paying basis 
by increasing balances.” This has been 
particularly true in the case of national 
organizations operating branches, who 
always carried as small a balance as 
possible. 

Another accomplishment: “We have 
educated the public to the fact that 
a bank is a private corporation oper- 
ated for a profit as any other business, 
and not a branch of the United States 
Government.” 


Permanency 


Some banks have used the charge in 
one form or another for as long as 
fifteen years. It is pertinent that prac- 
tically no banks have abandoned the 
charge once it was seriously adopted, 
also more banks are adopting the 
charge. We now have banks in the 
East that are offering to open check- 
ing accounts with an initial deposit as 
low as $1, provided the depositor is 
willing to pay 10c per each item of 
deposit or withdrawal. The banks right- 
fully claim that it is cheaper for the 
individual to use this checking account 
service than to pay bills by postal 
money order or otherwise. 

Here is a nugget that the standard 
bearers of the service charge will ap- 
preciate; one of my very best friends 
who emanates from a long line of bank- 
ers, writes me: “It will be permanent 
in our state, not only because most of 
the banks are sold on it, but because 
under a new law passed at the last ses- 
sion of the Wisconsin Legislature, the 


banking commission may fix the rates 
and enforce the collection of service 
charges.” Added impetus of the con- 
tinuation of service charge is the fact 
that the California State Bankers Asso- 
ciation is endeavoring to work out a 
plan applicable to savings accounts. 

The government has and is still driv- 
ing interest rates down as much as pos- 
sible; sincerely so perhaps in the in- 
terest of the debtor class, nevertheless 
the fact remains that the capital and 
labor employed in our banks must be 
adequately compensated. 

The higher taxes that are now levied 
to produce additional revenue for gov- 
ernment operation and debt servicing 
must, of course, exact a toll from bank- 
ing as well as other businesses, either 
directly or indirectly, so we cannot ex- 
pect any relief from this quarter. 

Business recovery will bring increased 
salaries and higher costs of supplies so 
again there is no relief. 

Also, not to be forgotten in this list 
of reasons for the continuance of the 
service charge is one of the most im- 
portant of all, the fact that it has stimu- 
lated more confidence and codéperation 
among bankers themselves. Let us hope 
sufficiently so that we may continue to 
work harmoniously together. 


Indications of Charge Passing Out 

In answer to the question about the 
service charge “passing out”, 92 per 
cent. answered emphatically that there 
was no indication of the charge being 
abandoned; six banks offered notes of 


warning in their qualifications; one 
banker places his “hope that it may re- 
main until the younger bankers who are 
more educated to its use come to the 
fore”; another says: “It will be abol- 
ished by legislation if it is overdone.” 


Effect of Increase in Banks 


To this question, 60 per cent. seem 
to take the more middle-ground by say- 
ing that although some banks may drop 
by the way, and others may enforce 
the charges with less rigidity, the ma- 
jority will continue with the charge. 
It is estimated that the newly chartered 
banks will try to enter the field advo- 
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cating no service charge, or lower 
charges until they have built up a 
volume of business satisfactory to them- 
selves, at which time they, too, will 
adopt adequate charges. Some of the 
older banks will meet the threat of 
these new banks. This strife will likely 
result in the new banks never estab- 
lishing adequate surpluses and undi- 
vided profits. In the meantime these 
older rivals continue to pay dividends 
during what they think is going to be 
a temporary fight. But the prolonged 
battle actually results in the near de- 
pletion of their undivided profits. The 
better managed banks will continue the 
service charge. All will go well enough 
until the next period of readjustment 
arrives when values must be scaled 
down similar to what has taken place 
in the last six years, then of course those 
rival institutions which have sacrificed 
profits or dissipated surpluses will be 
eliminated unless recapitalized by 
friendly hands. The survivors of such 
an epidemic will again adopt sound 
banking principles in order that they 
may put themselves on a better finan- 
cial basis. Thus history does repeat 
itself and the music goes “round and 
round.” 


Effect of Increased Earnings 


On the question, “What effect will in- 
creased loan and investment returns 
have on the service charge?”, 65 per 
cent. estimated it would have no effect 
at all. One of these commented: “The 
service charge idea originated and 
spread materially during the period of 
high rates and therefore was not a child 
of the depression.” Another 25 per 
cent. of those reporting estimated a 
laxity of enforcement, or a reduction 
in the rates of service charges, if ma- 
terial increase in money rates should 
result. Three others comment in sub- 
stance: “If we should experience an 
increase in loan and bond rates then 
the rate of income credited on the col- 
lected balance of an account under 
analysis would also enjoy an increase. 
So, undoubtedly, this would bring about 
a decrease in revenue from the service 
charge.” 


Preferred Stock 
A host of bankers feel that the fixed 


dividend and retirement burden which 
the RFC stock presents will place a 
greater need than ever on banks for 
additional revenue. 


Effect of Insured Deposits 


While it seems that about 25 per cent. 
of bankers think the FDIC will have no 
effect on the service charge, 75 per 
cent. think it will definitely promote it. 
In the first place this item of insurance 
on deposits is an additional benefit to 
the depositor and therefore ‘a further 
justification of the service charge. It 
may not be entirely outside the realm 
of reason that the FDIC together with 
other authorities will bring about uni- 
versal adoption. Not by way of force, 
such as was attempted through the code, 
but by a definite program of education 
and influence through various bankers’ 
associations. If government influence 
will make for more profitable banking, 
therefore sounder banks, then perhaps 
its participation in bank management 
is justified. 


© 


ISOLATION MEANS STATE 
SOCIALISM 


THE business interests which seek 
increased tariff barriers fail to realize 
that their demands if heeded would 
necessitate radical changes in the in- 
ternal economic and social organiza- 
tion of the country. If production ca- 
pacity formerly utilized in supplying 
foreign markets can no longer be used, 
there must be a subsidized curtailment 
of such production. 

Curtailment in a temporary emer- 
gency is one thing, as a settled, per- 
manent policy another. It means gov- 
ernment regulation; in other words it 
means regimentation. Regimentation is 
the death of free enterprise and initia- 
tive. The further a country goes in the 
direction of economic self-government 
the further it must go in the direction 
of state socialism.—Henry F. Grady. 
United States Department of State. 





Checking the Bond Indenture 


How the Trust Department Serves Its Corporation 
Clients and Prevents Costly and Troublesome Errors 


By Henry F. KoLier 


HROUGH the operations of its 
trust department, a commercial 
bank acts as a trustee for the mort- 
gage issues of its corporate clients and 
this service is especially helpful to the 
new company. Among the duties of 
the trustee is that of checking the bond 
indenture under which the financing of 
the enterprise will be done. This serv- 
ice by the trust company has been a 
source of satisfaction and a life-saver 
for many newly formed companies. 
While the indenture itself is a legal 
document, usually prepared by the 
counsel of the corporation, it is, after 
all, the bank that will handle the super- 
vision of the trust set up, and in the 
final analysis it is the bank that really 
puts the indenture into workable form. 
Inconsistencies and impractical features 
are eliminated which are usually a 
source of trouble to the company if 
allowed to remain. The banks how- 
ever take the trouble to check over each 
phrase of the indenture. This makes for 
accuracy in having the indenture and 
the bonds coincide in every respect. 
Too often in the past a company, having 
drawn up the indenture through its 
lawyers, has found to its sorrow that 
certain features prevented it from re- 
financing or refunding the issue until 
maturity. 


Checked by Counsel 


The procedure followed by most 
banks is to have the indenture care- 
fully checked by their counsel, and 
then submit it to the officer who will 
administer the provisions of the trust 
after it has been approved. He studies 
it in the light of past experience with 
similar indentures and no ambiguity of 
language or inconsistency is passed by. 

Such provisions as bond registration, 


payment of interest and funds, redemp- 
tion methods and operations, sinking 
fund features, and tenders of bonds 
including notices, time and place must 
be explicitly set forth. These items can- 
not be taken for granted and local at- 
torneys are often apt to omit some of 
these features from the indenture. It 
must also be made clear what methods 
and mechanics are set up for conver- 
sion into other securities if these is- 
sues are convertible. Warrants which 
may accompany the bonds or may be 
attached to the bonds must also be taken 
into consideration. 


The Prospectus and Engraving 


When we think of the Ivar Kreuger 
debacle we can readily see with what 
reluctance the banks now assume col- 
lateral trust issues. Where a covenant 
provides for a ratio of collateral to out- 
standing indebtedness, particular care 
should be taken that the corporation is 
more than the average grade. If de- 
fault should ever occur it probably 
would be at the wrong stage of the 
business cycle, either during a depres- 
sion or at the commencement of one, 
and the wholesale liquidation of the 
collateral would prove disastrous to 
both bondholders and general investors 
alike. 

The next step is checking the circu- 
lar or prospectus offering the securi- 
ties. It must agree in even the minutest 
detail with the original indenture. Since 
trustees may be held liable for mis- 
statements or omissions of statements 
from these circulars, careful scrutiny 
is given to all the provisions and figures 
submitted by the company. Having 
done the preparatory work, next comes 
the bond engraving and the authentica- 
tion of the trustee of the issue. The 
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“Let's have our next 

conference 

at the 
Ambassador” 


A lot of shrewd sales execu- 
tives have discovered that the 
Ambassador in Atlantic City 
is an ideal place for sales 
meetings and conferences. 

There’s every facility for 
work and recreation. Rooms 
to handle meetings from 10 
to 1000. Golf. Riding. Swim- 
ming. Surf bathing. Games. 

And yet the luxury and 
comfort of the Ambassador 
costs amazingly little on 
either American or Euro- 
pean plan rates. 


The 
Ambassador 


Atlantic City 


William Hamilton . . . Managing Director 


engraving of the bonds is usually per- 
formed by a bank note company ap- 
proved by both the corporation and the 
bank, since their quality of work and 
careful check of the bonds is essential 
to the trustees and company alike. How- 
ever, the trustees check over each of 
the bonds delivered by the engraver be- 
fore affixing the seal. Having per- 
formed all the above operations, the 
trust will be in a position to commence 
operations. The more simple the care- 
ful checks, scrutinies, and the set up 
of the arrangements are made, the more 
workable and practical become the trust 
operations. 

However, in addition to these duties 
which are assumed by the bank when 


it acts as trustee, the trust department 
may also be called upon to pay divi- 
dends and interest on the issue, may 
act as paying agent, transfer agent or 
registrar, including such items as mail- 
ing proxies, dividend notices, meeting 
notices, etc. It means maintaining 
elaborate records of holders, special in- 
structions, addresses, etc., and the com- 
pensation which the bank receives is far 
below that which an individual would 
receive for the same type of work and 


service. 
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THE BASIS OF SOCIAL PROGRESS 


IF any one desires to live an inde- 
pendent life, there still are remote 
places where he can have it, in the en- 
joyment of only such “desirable things” 
as he can win from nature with his 
own hands; but if he wants to live in 
an organized society, with the services 
of railroads, automobiles, electricity, 
printing, mechanized equipment, special- 
ized skill, medical and surgical science 
—or to enjoy other advantages and 
benefits of modern life—he must join 
the organization that provides them, 
and conform to the conditions that 
necessarily apply. The all-important 
condition is codperation in the mainte- 
nance of orderly exchanges. . . . 

Reciprocal relations require continu- 
ing adjustments to suit the ever chang- 
ing conditions. Any rigid system 
for controlling the various branches of 
industry independently, and without re- 
lations to each other, must reduce the 
volume of the exchanges, and cause 
greater instability than occurs under 
flexible relations—and, of course, more 
unemployment. 

The several groups of industries can- 
not prosper by efforts to exploit each 
other or heedless efforts to advance 
themselves regardless of effects on 
others; but only by acting together as 
members of one organization, and by 
the unity and prosperity of the whole. 
Maladjustments between them lead to 
misunderstandings, dissensions, strife, 
violence and mutual injuries, reducing 
the efficiency of the whole.—National 
City Bank Letter. 





To Depositors 
and Stockholders 


ROTECTION to the depositor and 

the stockholder by its assurance to 

them that the bank’s assets are 
properly safeguarded, that the liabili- 
ties are properly stated, and that the 
bank is being operated on a sound 
basis is the purpose of any plan of in- 
ternal audit procedure and control; and 
protection to the bank by its assurance 
of a smoothly functioning organization, 
its assurance that operating procedures 
are being adhered to, and by its re- 
moval of temptation from those in- 
dividuals who, though honest at heart, 
are liable to fall when tempted. 

The planning of internal control is 
one that merits much consideration, and 
the auditor in adopting his plan of pro- 
cedure must realize that auditing is 
verification and not merely checking of 
accounts. The plan must place safe- 
guards around the assets and records 
so that manipulation will become impos- 
sible; it should substitute, where pos- 
sible, dual for single responsibility; it 
should embrace some system of verifica- 
tion of income that will determine 
proper receipt; it should maintain a 
control over expenditures; and it should 
provide for the occasional rotation of 
employes. 


An Easily Adopted Procedure 


A plan that is workable in one bank 
might not work at all in another, be- 
cause of differences in operating condi- 
tions, type of transactions, and other 
conditions that might exist. Principles 
of procedure are outlined here which 
might be adopted and developed to meet 
the needs of any bank. 

Loans and Discounts—A member of 
the auditing department daily secures 
the loan register and all the notes of 
the previous day ahd verifies the in- 
terest calculations. Notes are inspected 
to determine that the signature of the 
borrower is correct, that they are pay- 


Protection 


J. W. Massie, auditor of the Republic Na- 
tional Bank and Trust Company, Dallas, 
Texas, before the Conference of Bank Au- 
ditors and Comptrollers, in Louisville re- 
cently, so clearly and simply outlined a gen- 
eral plan of internal audit procedure and 
control to be followed by the average bank, 
that we are given his address in full. 


able to the bank or have been properly 
endorsed to the bank, and that they are 
properly initialed by the loan officers. 
Totals of notes and interest are proved 
and compared with the general ledger 
entries. Periodically all notes and the 
liability ledger are listed and the totals 
compared with the control accounts on 
the general ledger. 


Collateral—Receipts, consecutively 


numbered, should be issued to custom- 
ers for all collateral, and joint control 


should be maintained on all negotiable 
collateral. Receipts are in quadrupli- 
cate and should be signed by the officer 
in charge of the department and the 
collateral clerk. The collateral register 
copy and the auditor’s copy should bear 
a printed statement, to be signed by the 
customer, that the description of the 
collateral listed on the receipt is cor- 
rect. Each morning when the auditor 
checks the loans of the previous day he 
also checks the collateral with the col- 
lateral loans and with his copies of the 
receipts. Releases of collateral are veri- 
fied with the notes paid the previous 
day and signature of the customer is 
checked to determine that delivery was 
made to proper party. The auditor at 
all times maintains in his department a 
complete file of the outstanding receipts 
and uses this record when making 
periodical verifications of the collateral. 


Securities Owned.—Securities, in or- 
der to be properly safeguarded, must 
be under dual control and a vault 
record should be maintained showing 
all additions and withdrawals properly 
entered and initialed by both custodians. 
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The auditor maintains a complete record 
of all securities owned, which is posted 
from the actual entries to the general 
ledger and checked with the vault 
record. Purchase or sale transactions 
of securities owned, made through a 
broker, are checked with the confirma- 
tion received from the broker and 
transactions with correspondent banks 
are checked with the entries to their ac- 
counts. The auditor’s record is used in 
making periodical verification of securi- 
ties and for checking income received 
from this source. 


Securities—Safe-keeping. — Receipts, 
similar to those used for collateral, are 
issued for all securities left for safe- 
keeping. Securities are under dual 
control, are registered in and out on 
the vault record book, and the auditor 
maintains at all times a complete file of 
outstanding receipts. Withdrawals are 


checked daily to destination and peri- 
odical verifications are made of actual 
securities with the auditor’s record. 
Cash.—The surprise element is very 
important in making periodical verifi- 


cation of tellers’ cash. Their daily 
holdings should be held as low as pos- 
sible and can be controlled by the 
auditor receiving each day a statement 
from the general ledger bookkeeper 
showing the amount held by each teller. 


Cash Items.—No teller except the 
cash item teller should be allowed to 
hold cash items. In making an audit 
of this department the auditor should 
carefully scrutinize each item, giving 
particular attention to endorsements. A 
detailed list should be made of items 
that are not current and items that the 
auditor believes should be investigated, 
and these items should be followed to 
their final disposition. 

Due from Banks.—Balances_ with 
banks, including the Federal Reserve 
Bank, are transcribed on the auditor’s 
card record of these accounts on the 
last day of each month and the total 
compared with the control on the gen- 
eral ledger. Upon receipt, statements 
are reconciled with this record, and all 
exceptions are followed through to final 
disposition. The regularity of the is- 
suance of drafts is checked by compari- 


son of paid drafts with the draft regis- 
ter and using the total of outstanding 
drafts as shown by the register in mak- 
ing the reconcilement. An audit clerk 
makes a daily transcript of remittances 
charged to correspondent bank accounts 
and advices of credit received from 
banks are checked against this tran- 
script. 


Federal Transit Account.—Auditing 
department receives daily from the 
transit department a transcript of the 
letters charged to this account. Ac- 
knowledgments from the Federal Re- 
serve Bank, showing availability are 
checked against this transcript and filed, 
according to available date. As letters 
are available, an audit clerk transfers 
available funds from the transit to the 
reserve account. An adding machine 
list, at any time, of advices that are not 
available should balance with the gen- 
eral ledger control account. Periodi- 
cally a statement of outstanding letters, 
showing the dates, the amounts, the 
availability dates, and the banks to 
which forwarded, is sent to the Federal 
Reserve Bank for verification. Indirect 
sendings are verified with the bank to 
which they were originally forwarded. 

Cash Collection Account.—Auditing 
department takes possession of the 
copies of all outstanding cash collection 
letters and transfers the control balance 
on the general ledger to a special col- 
lection account. Remittances covering 
these letters are received and handled 
by the auditing department, with proper 
credit to the special collection account, 
until all letters have been properly 
eliminated. 

Noncash Collections—Incoming non- 
cash collections, prior to their delivery 
to the collection department, are num- 
bered consecutively by the manager of 
the mail department and as collection 
letters are numbered he makes out an 
advice to the auditor, showing the 
amount and the number of each incom- 
ing collection. These advices are filed 
in numerical order in a special file by 
the auditing department. At the close 
of business each day the collection 
teller makes a report to the auditor on 
all collections paid or returned. This 
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report shows the number, the original 
amount, the out of pocket expense, the 
exchange charge, the net proceeds, and 
the disposition of the proceeds of each 
collection. The auditor, by removing 
from his file the numbers of the collec- 
tions reported as completed by the col- 
lection teller, keeps a daily inventory 
of unpaid collections that should be in 
the possession of the collection teller 
and this inventory is used when making 
periodical audits of this department. 


Immediately preceding an audit of 
this department the auditor, unknown 
to the teller, actually checks out the 
disposition of collections as reported 
by the teller in order to determine that 
the amounts reported as paid were ac- 
tually remitted or credited as reported. 
Items of consequence reported as re- 
turned are verified by letter. In addi- 
tion to the control of collections, the 
system also furnishes information for 
the control of exchange collected, in 
that the amount shown as exchange de- 
ductions on the teller’s daily report 
should agree with the amount of ex- 
change credited to the earnings account. 


The method of control of outgoing 
collections is practically the same as the 
above except that outgoing collections 
are recorded by a member of the col- 
lection department on a numbered four 
copy form and the auditor receives one 
copy of this form as his record. The 
auditor should see that the numbers on 
his copies of the collection forms are 
in numerical order and that the first 
number each day follows the last 
number of the preceding day. The 
procedure followed in making an audit 
of this department is for an audit clerk 
to intercept in the mail department re- 
mittances, credits, and returns received 
on collections of this nature. The audit 
clerk prepares a list of these items, 
showing the collection numbers, the 
amounts, and any deductions made by 
collecting agents, and this record is used 
as a means of verifying the correctness 
of the teller’s daily report to the auditor 
of collections paid. 

This procedure is followed for a 
period of about ten days and during 
this time the proceeds of each collec- 


tion are followed to final disposition in 
order to determine that the proceeds 
have not been diverted, that the cus- 
tomers have been charged with deduc- 
tions made by collecting agents, and 
that the amounts deducted for the bank’s 
collection fees have been credited to the 
proper earning accounts. At the end 
of the ten day period collections that 
were outstanding at the beginning of 
the audit that have not been paid or 
returned are traced to the collecting 
agents. 

So far we have covered the more im 
portant assets on the balance sheet. 
There are others such as real estate and 
furniture and fixtures that do not re- 
quire much care other than a daily in- 
spection of entries to the general ledger. 


Liabilities —The control of liabilities 
is a difficult task. It is in these accounts 
that most misappropriations occur and 
it requires utmost care in giving them 
adequate safeguards. Dormant accounts, 
both commercial and savings, should be 
controlled by the auditor and releases 
from the dormant accounts should be 
granted only on the proper approval of 
the officer in charge of these depart- 
ments. 


Commercial Accounts. — Monthly 
statements, rendered to customers, bal- 
anced by employes, other than book- 
keepers, help to guard against irregu- 
larities. Employes balancing statements 
have a different assignment each month 
and no employe knows in advance what 
section he is to balance. As statements 
are balanced they are delivered to the 
customers’ statement window and after 
they reach this point they are accessible 
to no one except employes of that de- 
partment. Periodically the auditing de- 
partment takes a trial balance of these 
statements after they have left the book- 
keeping department to prove that bal- 
ances rendered to customers agree with 
the general ledger control account. It is 
very important to know that statements 
delivered to customers are in accord- 
ance with the bank’s own ledger records 
and definite precautions should be 
taken to see that they are delivered 
without manipulation. Trial balances 
of ledgers are taken at irregular inter- 
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vals and bookkeepers are rotated with- 
out notice. 


Savings Accounts.—Interest is figured 
and checked by outside comptometer 
operators. Auditing department proves 
calculations of interest on large accounts 
and lists the amounts to be credited in 
order to establish a control for the total 
interest disbursement. A representative 
of the auditor is stationed in this de- 
partment, following an interest paying 
date, to compare the balances on all 
books presented by customers with the 
balances as reflected by the records of 
the bank. Trial balances of ledgers are 
run at irregular intervals. 


Country Bank Balances.—The auditor 
maintains a card record of country bank 
accounts. Balances on statements ren- 
dered at the close of each month are 
transcribed on the auditor’s record and 
a proof of these balances compared with 
the general ledger control account. 
Reconcilements from banks, mailed di- 
rect to the auditor, are checked against 
the auditor’s record in order to verify 
balances, and any exceptions reported 
are followed to proper adjustment. 

Cashier’s Checks, Certified Checks, 
Certificates of Deposit.—Instruments of 
this nature are registered on a loose 
leaf register and as sheets are filled they 
are delivered to the auditor. An audit 
clerk daily compares the paid items 
with the entries in the register and 
makes proper notation therein of the 
date of payment. A list, at any time, 
on the outstanding items, as shown by 
the register, should balance with the 
control accounts on the general ledger. 
Instruments should be machine num- 
bered and tellers should be required to 
register and include in their daily bal- 
ance any instruments that are cancelled 
or spoiled. When making an audit of 
the teller’s cash, unsold instruments are 
accounted for and the register checked 
to determine that all instruments sold 
have been registered and included in 
the teller’s balance. Travelers’ checks 
held for sale are examined simultane- 
ously with the cash examination and 
the amount of travelers’ checks so held 
are confirmed by letter with the issuing 
banks or companies. 


Public Funds—Many defalcations oc- 
cur in these accounts and the reason for 
this is because, in most instances, they 
come under the direction of some one 
individual in the bank. Balances of 
this nature should be verified monthly 
with the proper authorities. 


Capital Stock.—Records and blank 
certificates should be in the possession 
of an officer of the bank. No certificate 
should be signed in blank and the offi- 
cers signing stock certificates should 
see that they are accompanied with an 
equal amount of old shares properly 


cancelled. 


Expenses, Other Disbursements.—In- 
terest and exchange charges should re- 
quire the approval of the officer in 
charge of the department in which they 
originate. Calculations of interest paid 
should be proved by the auditor and 
disposition should be verified. Expense 
items should be supported by vouchers 
properly approved by an officer and 
the disbursement clerk should be un- 
der the auditor’s supervision. Compara- 
tive statements of detailed expenses, 
showing trends and ratios, will show up 


any increase of consequence. 


Income.—Every bank should be vi- 
tally concerned with the importance of 
establishing effective controls of income. 
Income that fails to reach the profit ac- 
count, either through defalcation or 
through error, is gone forever, unless 


properly controlled. In banks with 
accrual accounting, the control depart- 
ment should not only maintain the ac- 
crual records but also all items enter- 
ing into the daily figures should be care- 
fully scrutinized. In banks not having 
the accrual system, income from loans 
and discounts should be checked daily, 
income from securities owned can be 
easily controlled where the auditor 
maintains a control record of these as- 
sets, and other income such as rentals 
from safe deposit boxes and real estate 
and recoveries of charged off assets 
should be controlled by the auditor 
maintaining proper records on these ac- 
counts. The checking of the calcula- 
tions of interest and the amounts of 
other income earned should be fol- 
lowed to determine that the amounts 
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checked actually reach the earning ac- 
counts, 


Trust Assets—The fundamental prin- 
ciple of control is the complete separa- 
tion of the possession of assets from 
those entrusted with the duty of record- 
ing them and neither of these groups 
should be permitted to handle cash. 
Securities should be controlled in the 
same manner as that outlined for the 
bank’s own securities. The auditor 
should maintain a record of all trust 
assets beginning with original inven- 
tories and changes made on his record 
should be carefully checked as to au- 
thority and disposition. 

Income on Trust Assets—Rents from 
real estaie and interest on loans can 
best be controlled by a tickler system 
showing the income to be received and 
the month or months in which it is to 
be received. Income from securities 
should be checked with the auditor’s 
record of these assets. The auditor 
should receive a copy of all reports 
rendered to the trustor or to the bene- 
ficiaries and these reports should be 
carefully verified by him. 


Legal.—There are certain restrictions 
and regulations imposed by law upon 
the operation of banks. State banks are 
subject to the laws of their state and 
those that are members of the Federal 
Reserve System are subject to the pro- 
visions of the Federal Reserve Act. 
National banks are subject to the pro- 
visions of the National Bank Act and 
its amendments and to the Federal Re- 
serve Act, to regulations prescribed by 
the Comptroller of the Currency, by the 
Federal Reserve Board, and by the 
Federal Deposit Insurance Corporation. 
A knowledge of these laws is very es- 
sential, as the auditor should see that 
these statutory regulations are strictly 
observed. 


Reports——No program of audit con- 
trol would be complete without includ- 
ing in it some form of report to the 
executive officers, concerning results 
and trends of operations. Investments, 
deposits, income, and expense should 
be analyzed. The analysis of income 
and expense should be compared with 
the analysis of previous years and with 


reports published by the Federal Re- 
serve Bank. Trends of deposits should 
be compared with previous years and 
ratios of investments to deposits com- 
pared with standard requirements. 


Plan New and Better Methods 


The importance of protection by a 
sound program of audit procedure and 
control cannot be overemphasized. We 
are constantly confronted with careless- 
ness and dishonesty. Carelessness we 
can and should guard against by sound 
operating procedures and the auditor 
should see that approved operating pro- 
cedures .are strictly adhered to, De- 
falcations, frequently, if not always, oc- 
cur in departments and in connection 
with individuals where least expected 
and the auditor must forever be on the 
alert; he must always remember, re- 
gardless of what department or what 
individual he may’ be auditing, that 
proper audit procedure requires com- 
plete investigation. There is nothing 
that will prevent irregularities like the 
fear of detection. 

Operating procedures and _ require- 
ments are continuously changing and 
the tendency of these changes, in most 
instances, is to minimize records. The 
auditor, therefore, must not be satisfied 
with following old methods of control; 
he must constantly be thinking about 
and planning new and better methods 
of audit procedure. 
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A CORRECTION 


In the May issue of THE BANKERS 
MAGAZINE, beginning at page 391, ap- 
peared an excellent article on the 
subject “Can Credit Be Controlled?” 
The author of this interesting study of 
a timely topic was James Holladay, 
Professor of Banking at the University 
of Alabama. Unfortunately, the paper 
was printed without giving this desig- 
nation of its author’s association, and 
besides an “A” was inadvertently and 
incorrectly included in Professor Holla- 
day’s name. For which omission and 
error THE BANKERS MAGAZINE ex- 
presses apology and regret. 
THE Eprror. 





Invest in Improved 


.. . PUBLIC RELATIONS 


No matter whether your bank is new or old, large or small, its 
success in the last analysis depends upon the good will and friend- 


liness of the people of your community. . 


. . Here is a book 


which covers in detail the art of “‘public relations’’—the technique 
of presenting your bank and its services in a favorable light. 


The author of this 
book spent three years 
reviewing everything 
that has ever been 
written on the subject 
of bank advertising, 
selling or merchandis- 
ing methods. 


This book is not only 


a condensation of his 
own views and expe- 
rience in this field but 
it also reflects the best 
thought of many other 
practical authorities. 


MERCHANDISING 


for Banks, Trust Companies and 
Investment Houses 


By L. D. MEREDITH 


HIS book discusses not just bank adver- 

tising, or selling banking services, but 
the whole “merchandising process.” The 
author believes that bank services may be 
“‘marketed’’ on just as scientific a basis as 
manufactured products and that bankers 
should take just as much pains to analyze 
every step in the process which includes the 
four elements of merchandising, namely, 
market analysis, advertising, selling and 
publicity. 

Financial institutions offer a wide variety 
of services and these services interest the 
consumer for a wide variety of reasons 
demanding many different kinds of ‘‘ap- 
peals."’ Between the producer, the bank or 
investment house, and the consumer there 
exists a wide gap which must be bridged. 
This means devoting careful and intelligent 
attention to the tastes of the consumers and 
to the methods by which the message of 
the offering institution may be conveyed to 
customers and prospects. 

This book doesn't discuss means of get- 
ting “‘new business’ by ballyhoo methods 
only to find that the business thus secured 
costs far more than it was worth. But it 
does show how banks can analyze their 
merchandising problems, decrease their sell- 
ing costs and maintain the good will and 
good understanding of their present cus- 
tomers and future prospects. 

We would be glad to send this book on 
approval without obligation to any bank or 
banker in the United States. 


Price $5.00 delivered. 


BANKERS PUBLISHING COMPANY 


465 MAIN STREET 
CAMBRIDGE, MASS. 





About These « « 


Problems of Management 
E. S. Woosley Says « « 


Unprofitable Accounts 


The best way to add to bank profits 
is to cut losses. 


Installment Financing and 
Personal Loans 


Had we matched our capacity with 
initiative we might have had this con- 
sumer loan business, and at a net result 
that would have enabled us to solve the 
current problems of diminishing profits 
in our business. 


BANK is the only institution in the 

community which undertakes to 

guarantee values. It takes the 
money of its customers and agrees to 
return it when called for—100 cents on 
the dollar—in one month, in one year, 
or in fifty years. This would be a safe 
contract, if the bank should take the 
money, deposit it in a vault, charge a 
service fee, and return the same money 
when called for. 

But in order to function, the bank 
must take the customers’ money, invest 
it in loans secured by manufactured 
goods, produce, raw materials, stocks, 
bonds and real estate, all of which 
fluctuate in price widely and sometimes 
dizzily. Even character, which sup- 
posedly backs these material values, 
fluctuates. However much these values 
change, the bank must still be ready to 
pay the same money it received. Very 
likely it will be called on to pay when 
all other values have shrunk to the 
vanishing point. 

Banks were called on to pay in 
1930-34 when the value of these things 


From an address by E. S. Woosley, vice- 
president First National Bank of Louisville, 
Kentucky. 


The Bond Account 


What is a bond? It may be almost 
anything. The word in itself means 
absolutely nothing from an investment 
stand point. 


Easy and Loose 
Credit Policies 


Public interest demands a sensible, 
constructive credit policy, and that 
means refusing loans as well as making 
them. 


into which money had been converted 
declined from 363 billions to 247 bil- 
lions, a depreciation of 116 billions, or 
over twice the amount of all deposits. 

A bank, if it has savings accounts 
drawing interest, is the only institution 
in existence which sells an investment, 
guarantees a definite and regular divi- 
dend, and pledges to buy back the in- 
vestment practically on demand, or fifty 
years hence, at the same price paid by 
the customer. There has never been 
evolved an investment which can equal 
the savings account in safety, stability 
and liquidity, advantages which accrue 
to the customer and call for correspond- 
ing responsibility on the part of the 
banker. 


Better Management Necessary 


The kind of thinking that has been 
part and parcel of the whole atmosphere 
of American business has little place 
in banking. Bankers must dissociate 
themselves as a profession from the 
feverish aggressiveness of American 
business. They must constantly throw 
up defenses against the magnificent but 
dangerous obsession of the American 
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people to make bigness the standard of 
worthwhileness. 

Whatever faults or weaknesses have 
existed in banking have been within the 
four walls of our banks. Likewise, cor- 
rection of any weaknesses which have 
existed will not. come from without, 
through laws and regulations, but from 
within, through better personal manage- 
ment. 


Shift from Liquidity to Soundness 


Laws and regulations which are so 
futile in controlling human nature will 
do banks little good in periods of stress. 
The new banking law attempts to shift 
emphasis from liquidity to soundness. 
Good management will be slow to turn 
aside from traditional banking which 
has always held liquidity to be an es- 
sential of commercial banking. In fact, 
any regulation or law whose purpose 
is to make banking foolproof should 
hold the banker more closely to the 
straight and narrow way of sound bank- 
ing. The banker who depends on de- 
posit insurance or the liberalization of 


discount privileges to keep his bank 
open in the next period of stress will 
find himself leaning on a broken reed. 


Good bank management will be 
judged by its ability to make a fair 
profit. 

Profitable bank management policies 
demand that the banker know what his 
costs are and then apply charges for 
those services which his costs show are 
not paying their way. A bank is not a 
philanthropic institution. 


Unprofitable Accounts 


The most vicious influence in Amer- 
ican banking relating to burdensome 
overhead is in the handling of unprofit- 
able accounts. This weakness is mani- 
fested, first, in mounting overhead costs 
and, second, in the endeavor to get com- 
pensating returns from high yield but 
unsound loans and bonds. The bank’s 
inventory consists of credit and service. 
If the bank gives away its service it has 
to seek customers for its credit who will 
contract to pay enough to make up the 
loss on service. Too often that is the 


source of the unsound securities found 
in many bond accounts. 

Good management will keep the 
proper balance between the cost of the 
bank’s money and its selling price. If 
management has the bank’s funds in 
loanable order without too great cost it 
can approach the problem of investing 
the bank’s funds with the knowledge 
that it can stick to the most conserva- 
tive loans and bonds and still ade- 
quately support the bank’s capital funds. 

The best way to add to bank profits 
is to cut losses. Safeguarding of prin- 
cipal is far more important than in- 
terest. 


Good Judgment from Information 


Many potentially unsound ijoans are 
carried during normal times as depend- 
able, profitable investments, but as soon 
as the winds of adversity blow they go 
down in the storm. They become ac- 
tually unsound because they had the 
elements of unsoundness in them from 
the beginning, or unsoundness de- 
veloped and the bank through lack of 
attention did nothing about it. 

A great deal has been said about this 
or that banker being possessed of fine 
judgment. Fine judgment comes from 
information. Get all. the facts and 
judgment likely will be right. 

If the banker loaned money on hon- 
esty few would be turned down; but 
capacity to pay is as essential as inten- 
tion to pay. Keeping informed through 
adequate credit files is the only way to 
know about the borrower’s capacity to 
pay. 

Loose Credit Policies 


Easy and loose credit policies have 
done infinitely more harm to the public 
than so-called tight credit. Public in- 
terest demands a sensible, informed 
constructive credit policy, and_ that 
means refusing loans as well as making 
them. One’s feeling in declining credit 
to a man is that he is doing him a good 
turn. The man’ who does not merit 
credit can only be harmed by getting it. 

There is no conceivable way for com- 
mercial banks generally to support 
themselves by local loans and com- 
mercial paper alone. The business of 
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this country is largely financed through 
long term credits in the nature of stocks 
and bonds. Capital funds have been 
so plentiful and the public has been so 
avid for securities that business—par- 
ticularly since it has hecome big busi- 
ness—finds it cheaper and easier to get 
money by selling bonds, stocks, war- 
rants, rights, etc. Thus most of the 
good concerns have their own funds to 
carry customers’ accounts and inventory. 
Short term, self-liquidating credit is ap- 
parently drying up and the commercial 
bank is driven to investment in bonds. 
This necessity carries with it one of 
great danger to commercial banking. 


What Is a Bond? 


What is a bond? It may be almost 
anything. The word in itself means ab- 
solutely nothing from an investment 
standpoint. Bonds are highly technical 
and do not lend themselves to casual 
understanding. 

Corporation bonds are loans, but en- 
tirely different from commercial loans. 
They are long time capital loans. They 
are loans that can be paid back only 
from profits or by refunding with a 
new issue of bonds. They are supported 
by distant property and by a manage- 
ment usually unknown to the holder of 
the bonds. The funds are employed in 
some enterprise foreign to his knowl- 
edge and experience. 

The dangers inherent in a bond ac- 
count are here emphasized, not to keep 
the banker out of bonds, but that he may 
invest the funds of his depositors in 
them only after the most exacting study 
and investigation. There are of course 
high grade bonds which qualify as a 
sound investment for bank funds. 


Be Satisfied with Small Return 


Investment in corporation bonds, gen- 
erally, should be limited to time de- 
posits. They certainly do not qualify 
as a reliable secondary reserve. They 
are not sufficiently liquid for demand 
deposits. In normal times there may be 
a ready market but in times of stress 
neither marketability nor short maturity 
will give sufficient availability for de- 
mand deposits. 


In buying bonds safety of principal 
should be the first consideration. Com- 
plete safety of principal is, of course, 
represented by cash. When cash is in- 
vested risk immediately becomes a fac- 
tor. Any return on capital represents 
a risk. As return increases, risk usually 
increases proportionately. There is no 
such thing as small risk and large re- 
turn. Good management has no choice 
but to seek a high degree of safety of 
principal and be satisfied with a small 
return. Such course also proves the 
most profitable in the long run. 


Bonds Require Attention 


Short maturity and marketability are 
next in importance. Diversification of 
risk is wise; but diversification should 
not go to the extreme of having so 
many issues that they cannot be watched. 
Too much diversification also tempts 
one to speculate, the thought being that 
not much would be involved in taking 
a risk on one of the small units of in- 
vestment money. 

As bonds are loans, they require the 
same constant, alert attention as local 
loans. One cannot afford to buy even 
the highest grade bonds and forget 
them. Factors affecting bonds change 
as rapidly as those affecting local loans. 
Today’s investment may become tomor- 
row’s speculation. The supervision of 
one’s bond account requires specialized 
knowledge and talent. Talent and spe- 
cialized knowledge can greatly mitigate 
risk and increase return. Our invest- 
ment officers maintain that second grade 
bonds carefully selected and constantly 
watched constitute a better risk than 
higher grade bonds bought and for- 
gotten. It would pay a bank that has 
a bond account and does not have an 
investment officer to get an investment 
adviser and pay for his services. 


Installment Financing 


A discussion of the bank’s investment 
program would not be complete with- 
out mention of installment financing 
and personal loans. 

Installment financing and personal 
loans have to do almost entirely with 





TO INVESTORS 


SALVAGING VALUES FROM 
“WORTHLESS” SECURITIES 


@ Through our records, compiled over a period of 56 years 
on more than 1,000,000 corporations whose securities are 
now inactive, defaulted, obsolete, or dormant, we are able to 
furnish reports on your holdings and in many cases recover 
substantial values in the form of cash, exchange rights, etc., 
on securities considered worthless by you. 


Send us a list of your holdings, giving complete 
descriptions, and let us examine it for values. 


R. M. SMYTHE, Ine. 


Established 1880 


Appraisers and Dealers in Inactive Securities. 


79 Wall Street 


consumer credit. Bankers, for years, 
have looked upon consumer credit in 
the form of merchants’ receivables as a 
sound and liquid asset against which 
to make advances. Although bankers 
have been perfectly willing to loan 
money for consumer purposes, in the 
form of loans secured by receivables, 
they have been reluctant to make con- 
sumer loans direct, largely because 
they felt that they weren’t worth while. 

However, developments during the 
past twenty-five years, growing largely 
out of the growth of the automobile, 
radio and refrigerator business, have 
wrought a revolution in the consumer 
credit field. 

Had we matched our capacity with 
initiative we might have had this con- 
sumer loan business, and at a net result 
that would have enabled us to solve the 
current problems of diminishing profits 
in our business. 


A Just Reward 


Our belief is that installment financ- 
ing within certain limits, and under 
capable management, comports with 
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New York City 


sound commercial banking. There is no 
question about safety of principal. The 
diversity of risk gives greater safety 
than either the commercial loan port- 
folio or the bond account. 

There is a continuing liquidation 
which meets the requirements of liquid- 
ity. Money invested in loans which 
liquidate themselves within twelve 
months is sufficiently available for the 
deposits involved. 

There have been called to your atten- 
tion policies of management which have 
been tried and have been found to be 
sound and profitable. Applied in each 
bank and adjusted to varying local con- 
ditions, they will give stockholders a 
fair return; to officers and employes, 
a just reward; to business, necessary 
credit; to the public, safety; and to the 
nation, a stable economy. 
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THE PEOPLE DECIDE 


THE consuming public is the arbiter 
of market values, and its decisions gov- 
ern production and trade. — National 
City Bank Letter. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


Investment Regulation and Bond Portfolios 


ENJAMIN FRANKLIN once said 
that “An ounce of prevention 
is worth a pound of cure.” 
Nevertheless, it almost always takes the 
bitter pill of experience to impress the 
wisdom of the adage. The depression 
proved, to all but the insensible and 
unconscious, that the basis of financial 
equilibrium lay in safeguarding against 
future disorders rather than in the 
adoption of “cure-alls” after trouble 
had manifested itself. Today we real- 
ize that, by anticipating excesses and 
endeavoring to eliminate their causes, 
we have fortified ourselves with the 
best guarantee of economic stability. 
The wisdom of such a procedure has 
evidently been apparent to those in 
charge of our financial machinery. For 
example, banking legislation has pro- 
vided various means for credit control; 
in the field of bank investments, our 
main point of interest, efforts have 
been made to supplement individual 
banking judgment with official re- 
strictions as to the quality of bonds eli- 
gible for bank purchase. FEarlier this 
year, the Comptroller of the Currency 
issued regulations prohibiting the pur- 
chase of “distinctly or predominantly 
speculative” bonds. These blanket re- 
strictions, it was believed, would result 
in healthier portfolio practices. 


More Liberal Regulation 


The banking community is heartily 
in accord with the philosophy under- 
lying these restrictions; it is clear that 
these regulations will undoubtedly 
benefit commercial banking _institu- 
tions. Discouragement of hazardous 
investment practices is to be com- 
mended. After all, banks occupy posi- 
tions of trust and speculative policies 
can hardly be condoned. The Comp- 
troller’s ruling really gives belated 
recognition to the fact that banks have 


even less reason for investing in sec- 
ond grade bonds than they have for 
lending funds to doubtful accounts. 

Nevertheless, despite the unanimity of 
opinion approving the basic merits of 
these rulings, a good deal of criticism 
has arisen. Objections, however, have 
been confined to methods of applica- 
tion rather than basic policy. Many 
bank officers declare that more liberal 
regulation could lead to sounder bank 
bond portfolios. 


Official Approbation Slow 


Lately, there has been some recogni- 
tion of this necessity in official banking 
circles. Originally, the eligibility of 
any bond issue for bank purchase was 
predicated on the ratings supplied by 
the leading statistical agencies. Ex- 
ceptions were taken by numerous insti- 
tutions to this basis of qualification, 
pointing out the limitations of this 
standard. Among other things, it was 
claimed that bond services have fre- 
quently been slow in recognizing im- 
provement in the quality of an issue 
despite the fact that betterment had been 
obvious for some time. 

Thus, an institution desiring to pur- 
chase some particular issue would find 
itself unable to do so because official 
approbation had not been given by the 
rating agencies—although this seemed 
likely to come months later when much 
higher prices for the bonds were in 
prospect. In other instances, it was 
stated, ratings might permit the pur- 
chase of obligations despite the fact 
that company affairs were on the down- 
grade and the security would be ineli- 
gible at a later date. Recognizing this 
shortcoming, the Comptroller has per- 
mitted investment in securities lacking 
the requisite statistical ratings pro- 
vided banks can furnish satisfactory evi- 
dence justifying the purchase of these 
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obligations. The burden of proof was 
placed directly upon the individual in- 
stitution to convince the bank examiner 
that the investment was sound. In other 
words, the ban against buying sub- 
standard securities is now no longer 
absolute. However, this modification 
will probably prove to be a theoretic 
rather than practical concession, al- 
though in some instances portfolio 
managers may be able to convince ex- 
aminers and substantiate their claims. 


‘‘Speculative’’ Holdings Frozen 


Now, let us consider another aspect 
of the portfolio problem. Although 
eligibility restrictions prohibit the pur- 
chase of second-grade and defaulted ob- 
ligations, bank portfolios already con- 
tain large amounts of these securities. 
Good issues turned bad during the de- 
pression while in other instances banks 
bought bonds indiscriminately. Un- 
der present interpretation of the Comp- 
troller’s rulings, liquidation of these 
sub-standard securities is permitted: 
however, additions of such obligations 
are prohibited. 

Thus we encounter a situation where- 
in existing “speculative” holdings are 
voluntarily frozen in bond portfolios, 
because banks will not sell. Naturally 
enough, institutions do not feel dis- 
posed to liquidate commitments as- 
sumed in better times at much higher 
prices; such sales would effectively 
preclude any possibility of recouping 
losses. On March 4, 1936, all member 
banks reported total holdings of “Other 
Securities” at $5,745,350,000. If only 
20 per cent. of these investments are 
rated below Bl+-, about $1,150,000,- 
000 of securities will remain locked up 
for some time to come. Such a situa- 
tion should not be allowed to continue. 


No Rehabilitation Program 


What can be stated as the primary 
purpose of the new portfolio regula- 
tions? Most certainly the aim is to 
improve the quality of bank bond in- 
vestments. But the method of achiev- 
ing this end has been entirely confined 
to the regulation of new portfolio ad- 


ditions. As yet, no program has been 
presented for rehabilitating present 
holdings. In fact, under existing re- 
strictions, institutions must rely on 
business recovery and a rise in public 
speculation to allow a better disposition 
of poorly situated securities. Banks 
are being forced to pursue a passive 
policy—to drift along with the tides 
of the markets without lifting a finger 
in their own behalf. Banking authori- 
ties realize this but as yet have done 
nothing. No magic lies in a strict 
compliance to the letter of a poor rule. 
A more moderate attitude appears to 
be the sole remedy. 

Banks must be reallowed the privi- 
lege of administering their investments 
within broader limits. There is little 
logic in a rule interpreted as meaning 
“banks cannot help themselves”; there 
is little reason to prohibit banks from 
shifting sub-standard holdings into 
similarly priced obligations of a more 
promising nature. Good banking is 
composed of 99 per cent. sound admin- 


‘istration and 1 per cent. legislation— 


and a thousand years of law-making 
would hardly change the result. Based 
on a certain amount of good judgment 
and fortified by statistical evidence, a 
moderate amount of switching should 
be permitted under the supervision of 
banking authorities. Blanket refusals 
to consider changes in existing regula- 
tions would indicate an uncomplimen- 
tary lack of confidence in the ability of 
our bank executives by the authorities. 
If such an inference is accurate, bank 
officers should face the problem realisti- 
cally, take the hint, and complete the 
performance by trading their institu- 
tions for peanut stands. 


More Radical Proposal 


Freedom in switching sub-standard 
holdings only amounts to a modifica- 
tion of present policy. A more radical 
proposal, sponsored recently, would al- 
low more latitude in portfolio manage- 
ment, permitting unrestricted. trading 
in all types of issues within wider 


limits. But such operations would be 
restrained by restricting the volume of 
sub-standard holdings carried to a per- 
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centage of total portfolio investments. 
Operations would be further curtailed 
through the setting up of a special re- 
serve fund. In this fund would be 


impounded all profits accruing from 
the turnover of speculative issues as 
well as interest earned on such bonds. 
Such income could not be utilized for 
dividend purposes until the reserve 
reached a definite ratio in proportion 


to the capital and surplus of the insti- 
tution. Needless to say, the advisa- 
bility of such a departure is open to 
question. 

Some happy medium of practice, ap- 
proved by both banking authorities and 
bank officials, should be reached in the 
course of time. In the interim, your 
comments reflecting the practical side 
of the problem would be of value. 


Governmental Economic Planning and Prices 


By BENJAMIN ANDERSON, Jr., Ph.D. 
Economist, Chase National Bank, New York 


MARKET prices, worked out competi- 
tively, are the guides to the economic 
activities of men. They tell us what 
to do and what not to do. They make 
it to the interests of men to do the 
things that other men want done. They 
utilize the selfish purposes of men in 
making an economic coordination. They 
make men serve one another voluntarily. 

The most marvelously organized and 
the most smoothly functioning of all 
our social control and coérdination is 
the market and the system of market 
prices. And the causes of the greatest 
economic evils of the present national 
and world disorder are to be found in 
the recent great multiplication of inter- 
ferences by government with the func- 
tioning of the markets, under the in- 
fluence of antiquated doctrines, growing 
out of conditions of far more primitive 
economic life. 

It is the proper function of govern- 
ment to maintain competition. Corners, 
combines, monopolies, manipulative 
raids in the stock exchange or in the 
commodity exchanges, concerted efforts 
of producers to hold prices artificially 
high—-all these things prevent the 
market prices from telling the truth 
and spoil and pervert the mechanism 
of social codrdination and_ control 
which the market supplies. It is the 
business of government to prevent 
things like this. Markets, moreover, 
can function properly only with sound 
money, and it is the business of govern- 


From an address. 


ment to establish and maintain a sound 
monetary system. 

Government, greatly strengthened by 
war and the disturbed state of the 
world since .the war, has suppressed 
many: individual liberties, and has re- 
vived atavistic ¢conomic policies toler- 
able only in a state of war, and ap- 
plied them to a great world economic 
life which had. grown up under eco- 
nomic freedom in an atmosphere of 
peace. 

The growth of these atavistic policies 
has itself brought on the great depres- 
sion and intensified the great depres- 
sion. Instead of finding our remedy in 
a relaxing of the strangling effect, of 
atavistic governmental economic poli- 
cies —trade restrictions, price-fixing 
and currency debasement were stock-in- 
trade of medieval and early modern 
government—we have sought to escape 
from the depression by an intensification 
of these governmental policies. 

No ‘conclusion stands out more 
clearly, I think, from a study of the 
nature of cultural lag, than does the 
conclusion that the market place: is 
a far more modern instrumentality of 
economic coordination, a far more ef- 
ficient instrumentality of economic co- 
érdination than government, and _ that 
the substitution of government control 
for control by freely moving market 
prices represents, not progress, but very 


dangerous retrogression. 
* * * 


The facts which lie behind the prices 
may be bad facts, but we do not help 
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the situation by disguising them. Right 
prices, from this functional point of 
view, are prices that move goods, right 
wages are wages that give full employ- 
ment to labor, right interest rates are in- 
terest rates which equate the supply 


and demand for capital, keeping a 
proper balance between savings and 
consumption, and so on. High or low 
prices and interest rates are not good 
or bad in themselves, but they are good 
or bad depending on whether they re- 
flect the facts in the situation. 
* * * 


To an altogether extraordinary ex- 
tent, our economic planning in the last 
three years has been concerned directly 
with prices, striking directly at prices 
rather than at the causes of prices. We 
have moved, for example, on the theory 
of restoring certain “parity price” ra- 
tios between agricultural goods and 
manufactured goods, instead of restoring 
the export market, which would auto- 
matically create the higher agricultural 
prices. We have been concerned with 


prices only, rather than with prices 
multiplied by volume of production. 
Higher prices at which little can be pro- 
duced and sold do not mean economic 
welfare even for the group that gets 
them. High wage rates at which few 
men can be employed do not mean high 
income for labor. 
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FOREIGN GOLD IN THE UNITED 
STATES 


THE Federal Circuit Court of Appeals 
has held that the Gold Reserve Act of 
1934 applies to gold owned in_ this 
country by foreigners fully as much as 
to metal held by American citizens. If 
upheld by the Supreme Court, as seems 
likely, this decision will further de- 
tract from the position of New York as 
an international money market. 

In Great Britain, abandonment of the 
gold standard involved merely reliev- 
ing the central bank from its obligation 
to sell gold at a fixed price. No em- 
bargo was imposed on the exportation 
of gold, and both foreigners and British 
citizens were at liberty to transfer any 
gold they owned to any part of the 
world they might desire. In fact, many 
foreigners, desiring to protect them- 
selves against future losses from cur- 
rency depreciation, bought gold in the 
open market in London or in foreign 
gold standard countries and transferred 
it to England, for they felt that they 
would be able to withdraw it at their 
pleasure. It is true that the war scare 
of last autumn caused some of this gold 
to be sold and the proceeds to be sent 
to the United States, but nothing hap- 
pened to justify such fears. 

The private ownership of gold, apart 
from industrial and decorative uses, is 
contrary to law in this country. Foreign- 
ers holding funds in the United States 
are not able to escape loss from any 
future depreciation of the dollar by 
acquiring and exporting gold here. As 
world monetary conditions become more 
normal, this fact will doubtless weigh 
in the balance in determining the rela- 
tive importance of New York and Lon- 
don as international money markets.— 
N. Y. Journal of Commerce. 








FINANCIAL SITUATION ABROAD 
A Monthly Survey 


General Conditions 


OLITICAL events in various quarters 

of the world have, in recent weeks, 
attracted attention and have had, to a 
greater or less extent, an influence on 
financial and economic conditions. The 
change of government in France was 
accompanied by serious strikes in vari- 
ous parts of the country. 

Exports of gold in huge volume have 
further complicated the situation and 
have caused grave concern over the 
future position of the franc in the 
international exchange markets. There 
was also a slight political disturbance 
in Nicaragua, while in China the troops 
of the south have moved north with the 
declared purpose of halting the progress 
of Japan, but with an apparent pos- 
sibility of a clash with the authorities 
in the north part of China itself. 

There have also been widespread 
strikes in Spain, and political affairs in 
that country are still somewhat un- 
settled. 


Perhaps the most significant develop- . 


ment to be recorded is the change tak- 
ing place in Russia (Union of Socialist 
Soviet Republics), where a dictatorial 
form of government seems in the course 
of making a peaceful turn towards con- 
stitutionalism, with freedom of con- 
science, free speech and a free press. 

With the exception of the Nicaraguan 
episode, affairs in the Western Hemi- 


sphere remain quiet, although in the 
United States of America both of the 
leading political parties have held na- 
tional conventions, promulgated plat- 
forms, nominated their candidates, and 
girded themselves for the struggle that 
will culminate in November. Discount- 
ing the claims and accusations put forth 
on each side, the facts are that the coun- 
try is regaining prosperity, and that 
this progress has now achieved a mo- 
mentum that the result of the contest 
cannot destroy. 


Great Britain 


THE policy of “easy money” favored 
for some time by the British govern- 
ment may be coming to an end, not as 
a matter of policy or of choice, but due 
to changing conditions. There has been 
in recent weeks a considerable deple- 
tion of bank cash, due in part to the 
withdrawal of Bank of England notes 
from the country for hoarding pur- 
poses, a situation which has been coun- 
teracted to some extent by sales of gold 
by the Exchange Equalization fund to 
the Bank. As further tending in the di- 
rection of somewhat dearer money, there 
has occurred an increased demand for 
bank credit. 

The active circulation of Bank of 
England notes increased from £355,- 
900,000 in April, 1932, to £417,700,000 
in April of this year, a gain of more 
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than 17 per cent. Although some other 
influences have helped in_ bringing 
about this increase, it is attributed in 
the main to the desire to hoard the notes 
in some of the countries of the Con- 
tinent where uncertainty as to the value 
of the currency prevailed. 


As reported by The Statist, new cap- 
ital offerings in May, at £20 million, 
were £5-5 million above the total for 
the preceding month, but £3-7 million 
below that for May last year. Trade 
issues alone, at £14-4 million, were ap- 
proximately the same as the April total, 
the increase in the aggregate figure be- 
ing due to home corporation issues. The 
total of trade issues in May last year 
was £20-8 million. The detailed figures 
for May are as follows: 

Municipal, £5,641,100; commercial 
and industrial, £4,899,400; iron and 
steel, £3,881,800; electric supply, £2,- 
547,000; mines, £952,800; investment 
trusts, £744,000; land and property, 
£678,000; rubber, £455,500; breweries, 
£100,000; gas, £59,500; motor traction, 
£37,500; water, £14,800; tea, £5,100. 
The aggregate new capital offerings for 
the first five months of the current year, 
at £100 million, show’an increase of 
£30-8 million on the total for the cor- 
responding period last year. Trade 
issues account for £20-9 million of this 
increase, amounting to £83 million, as 
against £62-1 million. 

Expansion of business activity within 
the country continues, but according to 
The Economist there is not a corre- 
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sponding recovery in foreign trade, 
while during the first four months of 
this year there was a growth of 12.1 per 
cent. in imports, the total value of ex- 
ports at the same time rose by only 3 
per cent. Britain is buying more from 
all the European countries, except Lat- 
via, Holland and Greece, but exports 
have declined in the case of nine out of 
nineteen countries of destination. 

Reviewing the industrial situation in 
its June issue, Lloyds Bank Limited 
Monthly Review says that British trade 
and industry continue to make progress. 
Employment has risen to a new high 
record of 10,712,000, and the Board of 
Trade’s index number of industrial pro- 
duction for the first quarter of this year 
has also established a new high record. 
Production and activity in the heavy 
industries are well maintained, current 
railway goods traffic returns and news 
from the consumption goods industries 
are also encouraging, while retail trade 
for April was 5 per cent. in value above 
that of April last year. But this favor- 
able situation has to be contrasted with 
a failure of the export trade to keep 
pace with the home revival, and the 
lessened demand for labor and materials 
when the stimulus on account of re- 
armament shall be reduced. 

In its British Banking Section for May 
The Statist devotes its leading article to 
“Banks and the Gilt-Edged Market,” 
While pointing out that the clearing 
banks have of late shown an increase 
in .their advances, a neutral attitude 
towards the gilt-edged market is de- 
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clared not to be one which can ap- 
peal to these banks. “They are in- 
volved,” says The Statist, “in that mar- 
ket to the tune of close on £640 million, 
or nearly one-tenth of the internal na- 
tional debt. With that stake in the 
market, and with the avenues of retreat 
effectively narrowed, the future of gilt- 
edge values is clearly a problem of the 
most vital interest to bankers and one 
which they have to view at a greater 
distance than is customary when vis- 
ualizing the distribution and the security 
behind their various types of assets. 
The tradition of deposit banking in Eng- 
land has given its bankers an essen- 
tially ‘short view’ outlook. They have 
specialized in the short-term self-liqui- 
dating asset. They have in the past re- 
garded their investments as an item 
almost as elastic, as amenable to ex- 
pansion and contraction, as the bill 
portfolio. That has now changed. For 
better or for worse the British banks 
have obtained a more or less perma- 
nent stake in the market for medium- 
dated and long-term government securi- 
ties. The investment trust aspect of 
their activities has come to stay and 
their view of investment problems must 
be correspondingly lengthened.” 


Fra nce 


EVERYTHING in France awaits the full! 
development of the financial and eco- 
nomic policies of the new government. 
The position of the franc has been made 
more precarious by the heavy loss of 
gold, and further by some distrust of 
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the new régime. Prime Minister Blum 
has sought to reassure the country as 
to his policies, but the dismissal of 
M. Tannery, governor of the Bank of 
France, is regarded as a step toward 
placing that institution in closer rela- 
tions with the present government. 


Finland 


THIs country continues its advance along 
the road to a still higher prosperity. 
During April the joint stock banks in- 
creased their credits by 57,500,000 
marks, although compared with the fig- 
ures at the same time in 1935 the ad- 
vance was less significant. Deposits at . 
the end of April of this year aggregated 
7,225,000,000 marks, compared with 
7,062,000,000 marks at the close of 
1935. 

Compared with the preceding month, 
imports rose by 74,500 million marks, 
and were greater by 66,300 million 
marks than for the same month last 
year. Value of exports, although about 
the same in March as in April, was 
50,900 million marks greater than in 


April, 1935. 


China 


THE foreign trade of China showed a 
considerable excess of imports over ex- 
ports in every month in 1935, except 
December, when the excess of exports 
was $5,351,427, and there was also an 
excess of exports of $10,000,000 in Jan- 
uary of this year. The Chinese Statisti- 
cal and Trade Review, commenting on 
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these figures, says that “as China’s for- 
eign trade has long been in an adverse 
position, the present sudden change may 
mark the beginning of a new era.” 


Japan 


As reported by The Oriental Economist, 
following the downward revision of the 
Bank of Japan’s rates on April 6, the 
banks in Tokyo and Osaka and other 
parts of the Empire have made a cut 
in their maximum rate of interest on 
deposits. Commenting on this action, 
the newspaper states that 60 per cent. 
of the deposit balances with Japanese 
banks are time deposits, left in the bank 
for much longer periods than is the 
case with the same kind of account in 
other countries, the minimum term be- 
ing six months. Banks at present have 
these resources invested in government 
securities. It seems inevitable that if 
yields on such bonds are further re- 
duced to 34% per cent. or less, deposit 
rates will have to follow the decline. 
Due to long established habit, interest 
on current accounts is still allowed, 
although in larger banks only on bal- 
ances above a certain minimum. The 
time is fast approaching when this class 
of deposits will no longer bear interest, 
as is already being urged by a section 
of the banking community. 


Egypt 
COMMENTING on economic recovery in 
Egypt, the Monthly Review of the Mid- 
land Bank says: 

It is perhaps in respect of govern- 
ment finances that Egypt shows the most 
commendable, besides enviable, record. 
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A surplus was recorded on the budget 
for the year to April 30, 1935, and a 
further surplus was expected for the 
year just closed. The government, 
moreover, has a reserve fund of nearly 
£E33 millions—about the equivalent of 
a year’s revenue—byilt up from budget 
surpluses. It has no floating debt, and 
the funded debt amounts to nearly 
£E100 millions, equivalent to roughly 
£E6 per head of the population. Only 
a part of the funded debt is held abroad. 
The measures taken by the Egyptian 
government for agricultural and indus- 
trial development have not involved 
fresh loans, the funds being provided 
by current receipts and from accumu- 
lated reserves. It is estimated that ‘up 
to date about £E70 millions have been 
spent by the state on irrigation works 
and railways, and last year, following 
the improvement in the public finances, 
work was begun on an extensive pub- 
lic works plan, spread over five years. 
The total cost is placed at about £E36 
millions, and it is not expected that the 
reserve fund will be drawn on to the 
extent of more than £E11 millions. For 
the rest, the plan is to be financed out 
of current revenues. Provision is made 
for an expenditure of about £E7 mil- 
lions in each of the years 1935-39, 
more than one-half of the total being 
for irrigation works and the rest for 
general development purposes, includ- 
ing the building of new roads. 


Poland 


For the first four months of 1936 im- 
ports into Poland were of the value of 
318,645,000 zlotys, compared with 269,- 
549,000 zlotys for the same period in 





Rudolf S. Hecht, chair- 
man of the board of the 
Hibernia National Bank 
in New Orleans, La., and 
immediate past president 
of the American Bankers 
Association, represented 
the United States at the 
International Chamber of 
Commerce and was one of 
the two speakers to ad- 
dress the international 
conference of bankers 
held at Paris, June 26 
and 27, under the aus- 
pices of the Chamber’s 
Council. 

Mr. Hecht spoke on 
“The Effect of the Eco- 
nomic Depression on the 
‘American Banking Sys- 
tem.” He reviewed and 
explained the conditions 
of American banking, 


and told the Conference that the American banking system has weathered 
the world-wide depression successfully and benefited by the lessons of the 


hard years, and will be sounder in the future. 


The International Chamber 


of Commerce has been particularly successful in developing uniform cus- 
toms and practices for international commercial credits and unification 'of 
laws on checks and bills of exchange in the various commercial countries. 
It is now dealing with the twofold problem of the reduction of trade bar- 


tiers and the stabilization of currencies. 


1935. Exports for the like period were 
of the value of 295,472,000 zlotys in 
1935 and 328,428,000 zlotys in 1936. 


Argentina 


FRoM a report received from the Buenos 
Aires branch of the First National Bank 
of Boston it is learned that the favor- 
able trade balance in April was m$n 17,- 
142,345, and the favorable balance for 
the first four months of this year 
m$n 138,095,999. 

The April combined bank statement 
shows: Deposits down, m$n 21,000,000; 
loans down, m$n 14,000,000; cash 
down, m$n 32,000,000; cash reserve, 
31.5 per cent. 


Mexico 


THE branch of the National City Bank 
of New York in Mexico has moved to 
its new building at the corner of Isabel 
la Catolica and Uruguay streets. 

The Bank of Mexico announces a 
metallic monetary reserve in gold, silver 
and foreign currencies of $316,556,- 
535.35, and deposits of the public and 
associated banks of $129,375,784.87 on 
May 23. On the same date the condi- 
tion of the bank’s emission department 
was: bank notes in circulation, $336,- 
352,476 and fractionary money, $45,- 
638,028.56. 

According to the Ministry of National 
Economy, Mexico’s mining industry had 
a production last year worth $424,641,- 
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214 as compared with $351,568,909 in 
1934. 
The Confederation of Chambers of 


Commerce in a review covering the first 


quarter of this year finds proof of a 
definitely established economic recovery 


in Mexico by greatly improved business 
conditions.—Mexican News Digest. 


INTERNATIONAL BANKING NOTES 


BANK OF GREECE. An extensive review 
of the economic situation in Greece in 
1935 was read by E. J. Tsouderos, gov- 
ernor of the bank, at the eighth general 
meeting of shareholders, April 3. The 
operations of the bank for the past year 
showed net profit of drs. 45,952,476.30, 
enabling the declaration of a dividend 
at 8 per cent. 


Mitsu Bank Limitep. Addressing the 
general meeting of shareholders at its 
last annual meeting, Naojiro Kikumoto, 
chairman, said that the total deposit 
and current accounts stood at yen 796,- 
290,000 at the end of the term, show- 
ing a gain of yen 36,770,000 over that 
of six months ago, mainly due to the 
increase in fixed deposit and deposit at 
notice. Loans and discounts, excluding 
call loans, amounted to yen 451,760,- 
000, revealing an increase of yen 71,- 
280,000 in comparison with those of 
the previous term and foreign bills 
purchased aggregating yen 63,540,000 
also displayed an augmentation of yen 
1,070,000, while investment holdings 
reaching to yen 338,200,000 registered a 
recession of yen 10,600,000. The net 
profit for the term compares somewhat 
unfavorably with the last term, which 
may mostly be attributable to the pre- 
vailing easy money conditions through- 
out the world. The profit for the six 
months ending December 31, 1935, was 
yen 13,123,826.30. Out of this yen 2,- 
400,000 was allotted as a dividend to 
shareholders, and yen 9,343,826.90 car- 
ried forward. 


Union Bank oF ScoTianp LimITeD. 
The annual meeting of shareholders was 
held in the head office in Glasgow 
May 6, at which time the chairman, 
Sir A. Steven Bilsland, Bt., M. C., said: 

“After providing for bad and doubt- 
ful debts, which are fully covered, our 
profits at £316,620 show a modest in- 


crease of £3000, and, with the carry- 
forward from last year added, we had 
£430,805 available. As on the last oc- 
casion, we have applied £20,000 in fur- 
ther reduction of property values, and 
£25,000 (instead of £50,000) to con- 
tingencies. 

“Tt is now twenty-three years since 
we instituted on a regular contributory 
basis a staff superannuation and provi- 
dent fund, to which the bank has paid 
considerable sums annually. These 
amounts, together with so much of the 
staff contributions as -are not used to 
pay insurance premiums, have been in- 
vested independently, and do not form 
part of our balance sheet figures. While 
the scheme has worked satisfactorily, 
the board, in the light of the experience 
gained, have decided to extend certain 
of the benefits and, for that reason, 
have this year laid aside specially a 
sum of £25,000. We also intend to 
deal with superannuation arrangements 
for our women staff. 

“We recommend payment of a divi- 
dend of 18 per cent., the same as last 
year, and the usual provision of £25,- 
000 against the bank’s liability for 
pensions, other than provided for in 
the fund to which I have already re- 
ferred. That leaves us with a balance 
to carry forward to next year of £119,- 
805, an increase of £5700. 

“Our results this year have been 
helped by the fact that we have had to 
make less than the normal provision 
for bad debts, and also that we have 
recovered considerable sums of interest 
earned in previous years, but not taken 
into profits then owing to doubts as to 
the ultimate outcome of certain ad- 
vances.” 


NATIONAL BANK OF GREECE. John A. 
Drossopoulos, the governor, surveyed 
the economic situation of the country 
in his report at the annual meeting of 
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shareholders, held at Athens, March 11. 
The report of the profit and loss ac- 
count for 1935 showed that a regular 
dividend of 8 per cent. was paid, re- 
quiring drs. 2,000,000, and an extra 
dividend of drs. 67,134,020.25. 


BarcLays BANK (DOMINION, COLONIAL 
AnD OversEAS). The board of directors 
declared interim dividends for the half- 
year ended March 31, 1936, at the rate 
of 8 per cent. per annum on the cumu- 
lative preference shares and at the rate 
of 5 per cent. per annum on the “A” 
and “B” shares, subject to the deduc- 
tion of income tax, payable on June 


16, 1936. 


A. H. B. FirzHarpince, Melbourne 
branch manager of the Bank of New 
South Wales at Sydney, passed through 
New York recently, as he was returning 
to his home in Melbourne, Australia. 
Mr. Fitzhardinge, who was accompanied 
by his wife and son, has spent three 
years with the company’s London office. 
He said that present conditions in Eng- 
land are “generally improved,” that he 
believed the peak of the great English 
housing and building program has now 
been passed but that the new heavy 
armament program was contributing 
greatly to present British employment. 


S. H. Locan, general manager of the 
Canadian Bank of Commerce and presi- 
dent of the Canadian Bankers Associa- 
tion, has announced on behalf of the 
association a reduction of 14 per cent. 
in the rate of interest paid by chartered 


banks on savings deposits and deposit 
receipts, effective from June 1. The new 
rate is 11% per cent. 

This reduction in the interest rate is 
the third cut in the last three years. 

Following the reduction in interest 
rates on savings deposits, Canadian 
banks have reduced their standard 
rates on grain borrowings to 5 per cent. 
on country stocks, and 414 per cent. on 
grain covered by terminal warehouse 
receipts. 

The difference between country and 
terminal rates will, it is hoped, enable 
the Canadian banks to compete more 
satisfactorily with United States funds 
which lately have been offered in con- 
siderable volume on grain stored in 
terminal elevators. It represents a 
change which has been under discussion 
for some time. 
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Joseph J. Larkin, who has been in 
charge of The Chase Bank branches 
in Paris, has returned to New York 
to join the staff of the Chase Na- 
tional Bank as a vice-president. Mr. 
Larkin has been identified with 
American banking and travel or- 
ganizations in Paris for more than 
twenty years. 
John F. Schmid, until recently a 
vice-president of the bank in New 
York, has succeeded’ Mr. Larkin as 
vice-president of The Chase Bank in 
Paris. The photograph below shows 
the Uptown branch of the bank in 





More profitable banking 


Banks in the future will have to depend 
more and more upon their ability to obtain 
a sufficient income from the consumers of 
their services to continue to operate at a 
profit, as former sources of banking income 
have been seriously curtailed. One sound 
source of income is the checking account 
service charge. 


How to charge for this service correctly and 
scientifically is told in— 


120 pages, 64% x 94, $3.50 
Illustrated with charts and tables 


Analyzing Checking 
Accounts Scientifically 


by FREDERICK W. HETZEL 
Assistant Treasurer, The Trust Company of Jersey City, N. J. 


is not enough to simply say “Let’s put on a service charge.” If the service 
charge is here to stay and if it is to be accepted willingly by commercial bank 
depositors it must be based on a scientific analysis of each account and must be 
fair to all concerned. 


Also the process of analysis and the deter- 
mination of the charge must be reasonably 
simple and must not be more costly in time 
and effort than the results warrant. 


The Chapters: 
. Our Present Difficulties. 
. The Problem. 
. Analyzing the Account. 
. Establishing a Principle for Mr. Hetzel in his book starts with the 


Account Analysis. Spe : 
eet ee problem which is common to all commercial 
. Expense Items. 


/I. The Problem of Float. 


. Rewarding the Profitable <Ac- 
count. 


. Making an “Analastic”’ Analy- 
sis—Proof ot Analysis. 


. The Use of Analysis Cards. 
. Graduated Charge Schedule. 


<I. When Reserve Is Computed 


on Net Balance. 

. Profit Base Employed Justified. 
. Expediting the Work. 

. Putting the Plan into Effect. 


. What a Deposit Is and How 
It Should Be Treated. 


banks today and proceeds to show how this 
problem may be solved in a manner which 
will prove satisfactory not only to the bank 
but to the bank’s customers. 


A valuable feature of this book is the publi- 
cation, for the first time, of the author's 
tables which have been carefully worked out 
to determine the amount of charge required 
to rectify an account with deficient balance. 
These are based on a given reserve, a given 
yield and a given profit but may be changed 
to fit the circumstances of any bank. 


BANKERS PUBLISHING COMPANY, 465 Main Street, Cambridge, Mass. 
52 














SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
OVER 500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: 27 South La Salle St. 


San Francisco Office: 333 California St. 


Current Conditions in Canada 


HILE various political conditions, 

both internal and external, con- 

tinue to give uncertainty to the 
outlook, indications of betterment in 
business are multiplying, according to 
the Business Summary of the Bank of 
Montreal. Domestic and foreign trade 
slowly expands; the wheat situation is 
more encouraging; more people are 
finding employment, and governments 
in all administrative fields are giving 
closer attention to their budgets than 
heretofore with a view to striking a bal- 
ance between income and expenditure. 
Freight is moving on the railways in 
larger volume, the trend of common 
stock prices has been upward and in- 
vestors are showing increasing interest 
in the future of Canadian mines, the 
golds especially. 

The first session of the present Fed- 
eral Parliament shows a fair measure 
of accomplishment to its credit. Active 
steps have been taken with a view to 


the ultimate balancing of the budget, 
the Minister of Finance declaring his 
intention to pursue steadily, as an es- 
sential condition of the restoration of 
business confidence and the free func- 
tioning of private enterprise, “the de- 
clared purpose of the government to 
end in the shortest practicable time the 
era of recurring deficits.” The most im- 
portant measures which the present 
parliament has passed are the trade 
agreement with the United States, the 
act which aims to bring the Bank of 
Canada under governmental control by 
making it possible for the government 
to control a majority of the stock and 
a voting majority on the directorate, 
and the bill which transfers the man- 
agement of the chief harbors of Canada 
from local commissions to a central au- 
thority. 

The business community, now that it 
has been apprised of the taxation and 
tariff policies of the federal government 
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for the present fiscal year, has been 
making the necessary adjustments of its 
arrangements, and both wholesale and 
retail merchants report an encouraging 
start with summer business. 


There is widespread interest in west- 
ern crop-growing conditions at this time 
of year. While the acreage sown to 
wheat may prove to be slightly under 
that of last year, the reports of growing 
conditions in the prairie provinces are 
on the whole favorable. In the eastern 
provinces, with the exception of Prince 
Edward Island and Nova Scotia, the 
growth of crops has been retarded by 
cold weather and excessive moisture 
but, although late, crops are now in 
fair condition and the damage done by 
belated frosts in May to the fruit crops 
is proving smaller than had been fore- 
boded. 

A further gain in deposits was shown 
in the statement of the chartered banks 
for the month ending April 30 as com- 
pared with March as well as in com- 
parison with April of last year, demand 
and notice deposits both rising. Con- 


currently there was a decline in current 


loans in Canada. Call loans in Canada 
gained during the month in both com- 
parisons. Notwithstanding the gain in 
deposits and the continued downward 
movement in current loans a rise in se- 
curity holdings was not shown. 


On June 3 the Dominion of Canada 
offered for subscription a new issue of 
$20,000,000 thirty-year 314 per cent. 
bonds due June 1, 1966, at 99 to yield 
over 3.30 per cent. and also offered to 
convert Dominion of Canada domestic 
issues maturing in 1936 into four-year 
114 per cent. bonds due June 1, 1940, 
at 99.50 to yield 1.63 per cent., or 
thirty-year 3144 per cent. bonds due 
June 1, 1966, at 99. The bonds offered 
for cash were heavily oversubscribed 
and there was a good response in the 
conversion offer. It was announced 
that $55,000,000 of the 314 per cent. 
bonds, including the $20,000,000 sold 
for cash, and $80,000,000 of the four- 
year 1% per cent. bonds had been is- 
sued. Following the success of this 
loan the prices of first grade bonds ad- 
vanced to a new high. 


Activity Maintained 


REVIEWING conditions in its June issue, 
The Monthly Letter of the Canadian 


Bank of Commerce says: 


Business activity again increased last 
month as a result of seasonal factors, 
The increase, however, was not general, 
owing to some irregularity in manu- 
facturing and the comparatively small 
volume of construction work in progress, 
Against these unfavorable influences 
are to be set the belated reopening of 
navigation on the inland waterways, an 
improved farm purchasing power, ex- 
tensive preparations for the summer 
tourist business and increased activity 
in the mining districts, all of which are 
stimulating to trade, both domestic and 
foreign. 

The irregularity in industry is due 
to the poor retail trade in certain lines 
of merchandise during the early spring 
season, with a consequent accumulation 
of stocks, to uncertainty in some 
branches of the textile and house equip- 
ment trades, to the lagging tendency in 
construction and to the lull which is 
customary at this time of the year when 
various industries have passed their 
period of peak production, or are so 
close to it that their orders for materials 
are declining. On the other hand, a 
large group of the heavy, or durable, 
goods industries continues on the higher 
scale of operations reached in earlier 
months and the prospects for this unit 
have improved in recent weeks, while 
activity in the forestry and metallurgi- 
cal sections has been well maintained. 

New construction contracts awarded 
in May were more than 50 per cent. 
above those in April, but were slightly 
smaller than in May of last year, and 
the total of projects undertaken since 
the beginning of 1936 has now fallen 
short of that in the corresponding 
period of 1935. 


As was foreshadowed last month, ex- 
port trade in April declined from the 
high level it reached in March, although 
the fall was of no more than seasonal 
proportions and has, according to pre- 
liminary reports, been largely, if not 
wholly, offset by an increase in May. 





ADVERTISING AND PUBLIC RELATIONS 
Edited by Malcolm Davis 


Public Relations in Banking 
By Preston E. REED 


ITH but few exceptions bankers 

now realize the importance of 

public relations, for successful 
banking depends considerably on what 
the public thinks of the banks. 

Public relations embraces all activi- 
ties, policies, services, every action of 
the employes and officers, every state- 
ment, all advertisements, telephone 
calls, letters, press releases—in fact, 
the whole gamut of banking. 


The Manager 


The public relations manager inter- 
prets the bank to the public and the 
public to the bank. Dealing constantly 
with human beings and human rela- 
tions, he must be a student of psy- 
chology. There is no exact science 
upon which he can depend. His field 
of study is the public mind and the ma- 
terials he works with—the human emo- 
tions — are constantly changing. He 
often works intuitively, sensing situa- 
tions without always being able to ex- 
plain them definitely. There are, of 
course, certain known applications of 
principles that bring results. 

His ultimate goal. is to implant in 
the public mind a true image of the 
institution. It takes years ‘of sound 
management, courteous service, honest 
advertising, loyal personnel, and a 
great many other things to earn and 
justify that image. 

His work is in four fields: Advertis- 
ing, Selling, Publicity, and Employe 
Training or Customer Relations. 


Advertising 


Advertising is the purchase and 
proper use of white space in news- 
Papers or publications, the printing of 
direct mail material or sales letters, 
outdoor boards, transportation bul- 
letins, window and lobby displays, 


radio time. Through these media the 
bank can say what it wants in the form 
and manner that it wants. 

Specific advertising problems can 
often be solved by referring to the files 
of the central office of the Financial 
Advertisers Association where records 


Speaking before the New Jersey 
Bankers Association convention on 
May 21, .Preston E. Reed, execu- 
tive secretary of the Financial Ad- 
vertisers Association made a con- 
tribution towards the furtherance 
of sound relations between banks 
and the public that deserves wide- 
spread consideration. A digest of 
the address is given here—EpITor. 


are kept of similar problems met and 
overcome by other institutions. 

Educational campaigns have pro- 
duced splendid results and many bank- 
ers have had the courage to come out 
and fight for what is right. Education 
can make the banking system sounder 
and safer. Fear was one of the major 
causes of the panic, resulting in runs 
on banks. Fear is the result of igno- 
rance. People fear things about which 
they know little or nothing. Advertis- 
ing can inform the public and eliminate 
a great amount of ignorance as to bank- 
ing. 

Bank advertising reflects the person- 
ality of the institution. Live, vivid copy 
telling a straight-forward story reflects 
like qualities’in the bank itself. 

Of course, the advertising manager 
should thoroughly know his bank’s 
policy, for advertising is a tailor-made 
job adapted specifically to each insti- 
tution. A bank cannot express oné 
attitude and follow in practice with 
another. 
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The job of the advertising manager 
is not to create, but to reflect. If he is 
steeped with the ideas and policies of 
his institution he, in turn, will be able 
to interpret them properly to the public 
in general. 

Advertising and education are twins 
in a continuing process. Each year two 
million youngsters reach the age when 
they begin to be interested in, and in- 
fluenced by, advertising. If advertising 
is stopped for five years, it means. that 
there are ten million adults in the 
country who never saw an advertise- 
ment of the product. A market is a 
procession of people. It inevitably dis- 
solves on one end and must constantly 
be built up at the other end. 

The people of this country really run 
its affairs. The people demand a guar- 
antee of bank deposits; the politicians 
knew it, and hence Federal Deposit 
Insurance. 

The Federal Deposit Insurance Cor- 
poration has given the public confidence 
in the safety of their money, but it has 
not and cannot restore the full con- 
fidence of the people in bankers and 
banking. The bank advertising man 
has a real job ahead—but will he be 
stymied by the big boss who is ignorant 


of his own lack of knowledge as to pub- 
lic relations? Will he? 


Selling 


The experience of new business de- 
partments in direct selling has proved 
conclusively that it is not only profit- 
able in dollars and cents but its by- 
products of good will often outweigh 


the major concern. Certainly this is 
a public relations job and should come 
directly under the supervision of the 
public relations manager. 

Increasingly, during the past two or 
three years, bank executives have found 
it advantageous to go out and call on 
their customers in their own offices. 
Banks which have made it compulsory 
for officers to take some time off each 
week for business calls find that these 
same officers, once they are in the 
“swim,” get a thrill out of it and are 
the biggest supporters of the new busi- 
ness department. 

Just when a call should be made, and 


upon whom, how it should be staged, 
and the accumulation of information 
before the call, is all the job of the 
public relations manager. 


Publicity 


Publicity, another phase of public 
relations work, should not be confused 
with press-agentry, propaganda, or 
lobbying. It is not a matter of keep- 
ing stories out of the press, as so many 
believe, but is instead any form of edu- 
cational or informational activity that 
aims at a better understanding between 
the bank, its customers, and the public. 

Broadly speaking, news articles as 
publicity are used for the sake of ideas 
or the dissemination of facts of interest 
to the public and of indirect value to 
those furnishing the facts; while ad- 
vertising is used primarily for the direct 
sale of a service, an ideal, or a com- 
modity. Of course, an editor may blue 
pencil news items in space unpaid for, 
as he sees fit, while an advertisement 
can say what it wants (within the 
bounds of truth and good taste) in 
space that is bought. Advertising is 
designed for direct selling; publicity 
offers news sufficiently interesting to 
whet natural curiosity. 

Some good advice was given to the 
Financial Advertisers Association a 
while ago by Talcott Powell, editor of 
the Indianapolis Times, who said that 
the newspaper man wanted to know 
everything about banking. The present 
day editor, Mr. Powell explained, 
spends half his time operating under a 
multitude of exacting production prob- 
lems and depends greatly on his trusted 
reporters. Bankers should maintain a 
close liaison with reporters as well as 
editors. Reporters are only human and 
when kept waiting long hours in outer 
offices, or snubbed ungraciously, may 
unconsciously allow resentment to 
creep into otherwise unimpassioned 
news columns. Mr. Powell said that 
the editor depends on his reporters not 
only for actual writing but for the back- 
ground upon which the point of view 
and the policy of the paper is built. 

The newspaper is the first and pri- 
mary source of publicity and the bank’s 
publicity man must study the types of 
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newspapers there are and write his news 
stories accordingly, employing a certain 
technique and making sure that the 
releases are signed. Anonymous re- 
leases are not acceptable. 


Customer Relations 


The majority of new business comes 
from satisfied customers recommending 
their bank to their friends. Conse- 
quently, the education of employes in 
the art of meeting customers while 
handling every-day transactions is one 
of the biggest fields of endeavor. This 
calls for salesmanship in the broadest 
sense for efficiency and good service 
alone will not suffice. Through customer 
relations the public must be made to 
appreciate what it is getting. 

The average citizen forms his opinion 
of banks and bankers by the com- 
petence and courtesy of the window 
clerks and of the individual officer with 
whom he does business at the bank. 
If he gets mad at any one individual, 
he is mad at the whole bank. And he 
doesn’t mind telling his friends about it. 


Of the 128,000,000 people in this 
country, it is estimated that some 50.- 


000,000 are bank customers. The esti- 
mated 275,000 officers and employes in 
banks coming in contact with these cus- 
tomers can do much towards creating 
an understanding and appreciation of 
banking. A large part of the 78,000,- 
000 remaining who are not bank cus- 
tomers are minors and non-producers. 
But many are also voters and constitute 
a problem that must be considered. 
Banks who expect to be in business 
ten or a hundred years from now must 
look that far ahead in public relations. 

The Constructive Customer Relations 
Manual, and textbook, of the American 
Bankers Association tells how to con- 
duct classes in this subject. But there 
is an important part of customer re- 
lations other than tact, courtesy, etc., 
that should have greater stress, and 
this is a fundamental knowledge of 
economics as it relates to our present 
capitalistic system. 

First of all, every officer and bank 
employe should be fundamentally sold 
on his own institution, the importance 
of his job in that institution, and on 


the service rendered to the community. 
If he cannot comply willingly with all 
the regulations, or doesn’t believe in 
the policies, he shouldn’t be in banking. 

Secondly, employes should be edu- 
cated in the economics of banking and 
the reasons for the present American 
system. They should know its origin, 
evolution and the reasons for current 
trends. Well-trained employes with 
this information on hand can, through 
personal contact, do a most useful job 
in educating the public. 

The bank’s president, however, must 
be a leader of the men in his own or- 
ganization as well as a good banker to 
his customers. Employes all down the 
line take their cue from the top and it 
is his responsibility to see that they, 
and the officers of the bank as well, 
represent the bank the way he wants 
it represented. 


Bankers Associations 


The work of the world today is being 
done by groups. State associations can 
effectively promote good public rela- 
tions and, through collective power, 
present an untold amount of good ma- 
terial to the public’s attention. They 
have organizations already set up which 
can, through research, find the best 
methods for individual banks to use. 

According to Eliot H. Thomson, 
publicity manager of the Washington 
Loan and Trust Company, Washington, 
D. C., “Codperative advertising is much 
more economical than individual ad- 
vertising; it gets attention no individual 
bank can command; and it conveys to 
the public mind the impression that 
the banks are rendering a service of 
value to the whole community.” 

Although very little intensive work 
by state associations has been done, ex- 
cept in a few individual cases, a start 
in this direction has been made. 

Recently the Financial Advertisers 
Association sent to its members and to 
the secretaries of state bank associations 
a digest of reports furnished on what 
these associations had done during the 
past year. 

Of the twenty-five state associations 
reporting, seventeen had committees 
charged with the responsibility for 
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whatever effort was made. This ma- 
terial was analyzed by H. A. Lyon, 
vice-president of the Harold F. Strong 
Corporation, New York City, who 
broadly grouped the activities of these 
associations as follows: 
1. Employe Training 

a. Recommending A. I. B. books. 

b. Teaching teachers. 

c. Mass meetings or clinics. 

d. Supplementary material by asso- 
ciation. 
2. Speaking 

a. Disseminating A. B. A. talks. 

b. Preparation of other material. 

c. Getting dates and providing speak- 
ers for schools, clubs, churches, etc. 

d. Get publicity for speeches. 

e. “Public Relations” talks at own 
meetings. 
3. Publicity 

a. Newspaper stories — preparation 
and placing. 


b. Magazine articles. 

c. Own house organ. 
4. Advertising 

a. Co-operative newspaper prepara- 
tion. 

b. Recommend A. B. A. material. 

c. Ads for individual banks—news- 
papers, stuffers or direct mail. 

d. Codperative radio. 


The American banker is taking up 
the neglected tools of public relations 
and will build back again that confi- 
dence, esteem and good will in the 
public mind which is always fair and 
honest when it understands the truth. 

Let us consider this quotation: 

“On the fields of Hesitation lie the 
bones of countless thousands who sat 
down to wait—and waiting, died. . . .” 

Let us then wait no longer—but get 
busy jointly to do this most important 
job. 


How Banks Are Advertising 


FOUR-PAGE folder with the title 

“Bagging the Bonus,” issued by 

the National Savings Bank, Al- 
bany, New York, is addressed to “Mr. 
Veteran.” It points out that it will be 
hard for those receiving a bonus to 
resist the thousand and one offers, some 
good and some bad, that will be made. 
As a savings bank, however, an idea is 
offered—that of setting a limit on the 
amount spent so as to “help yourself 
along the road to the independence for 
which you once fought.” 

Two suggestions were offered—one to 
give “your Bonus a chance to work for 
you in a Savings Account” which, in 
turn, will give encouragement to add 
to it regularly and build it to a point 
where it may mean something more 
worthwhile. The other suggestion is 
that if the veteran decides not to cash 
the bonds immediately, the bank keep 
them, free of charge, and be responsible 
for their safety. 


Getting the Job Done 


Tools made in Toledo, Ohio, are uni- 
versally used to get the job done. The 


Ohio Citizens Trust Company of that 
city pays tribute to a number of Toledo 
organizations making tools and machin- 
ery in a recent ad which lists these 
companies and illustrates one ma- 
chine made in Toledo and used by the 
Owens-Illinois Glass Co. The bank 
welcomes the opportunity “to serve 
firms and individuals desiring added 
banking facilities,’ and indicates how 
Toledo banks have aided these and 
other industries by developing ‘bank 
services that meet the needs of modern 
manufacturing, retailing and distribut- 
ing enterprises. 


An Important Step 


Many customers of The Northern 
Trust Company of Chicago opened ac- 
counts at the bank years ago upon the 
advice of their fathers. This ad, telling 
of the friendly service, modern and 
spacious quarters, and convenience, in- 
vites young: Chicagoans to do likewise. 
The illustration is of father telling son 
that “choosing a bank, son, is an impor- 
tant step.” 
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The First Settlers 


The first bank of New Zealand was 
established at Britannia in 1840. “One 
of a series of educational announce- 
ments issued for public information by 
the Associated Banks of New Zealand” 
tells an interesting story of this first 
office. In concluding it says: 

“The remarkable progress made by 
New Zealand since 1840 has been. made 
possible by the codperation of a sound 
and well-managed banking system. The 
banks have branches in every nook and 
corner of the Dominion, to provide 
necessary banking facilities for all sec- 
tions of the people.” 


When to Borrow 


Sound advice to borrowers is offered 
by the Worcester County Trust Com- 
pany, Worcester, Massachusetts, in an 
ad stating that a profit to the borrower, 
not the lender, is the determining factor 
in deciding when to borrow. Three 
such occasions are mentioned in the ad- 
vertisement. One, “When a merchant 
can make money by replenishing his 
stock and promptly reselling.” An- 
other, “When discounts may be taken 
on outstanding bills which amount to 
more than the bank rate for the same 
period.” The third, “When operating 
cash is low in a business because of 
delayed payments or considerable in- 
vestment in labor or materials.” 


A Trip Through the Bank 


A snapshot illustrating the corporate 
trust department of the Central National 
Bank of Cleveland, Ohio, calls attention 
to the bank’s invitation to visit either 
its main office or any of its branches. 
The bank feels that such a trip “may 
give you a new appreciation of the 
various points at which modern bank- 
ing gears in with the commercial and 
industrial life of the nation . . . and, 
indeed, may help you find new ways in 
which this bank can be of assistance to 
you.” In addition to this invitation, 
part of the ad explains the facilities 
available in the corporate trust depart- 
ment. 


Coffee and Cotton 


Participating in the observance of 
Foreign Trade Week, The Hibernia 
National in New Orleans, Louisiana, 
tells the story of a cup of coffee and 
another of a bale of cotton. The cup 
of coffee put money into the hands of 
a coffee planter in South America, which 
money, in time, is used to buy American 
goods whose manufacture means Amer- 
ican jobs, wages and buying power. A 
local cotton merchant, selling a bale 
of cotton abroad, brings back new 
money which furnishes employment to 
an almost endless procession of work- 
ers whose activities contribute substan- 
tially to prosperity. 

Speaking of the city’s greatest in- 
dustry, the New Orleans port, the ad 
says “thus foreign trade, which means 
the international buying and selling of 
commodities, is a source of constant and 
intimate benefit to New Orleans because 
of the significant fact that in good times 
and bad—seventy cents of every dollar 
of income received by the people of 
New Orleans are derived directly or in- 
directly from the business of our port.” 


Two Dogs and a Bone 


This advertisement tells the Russian 
fable of two dogs who agreed to be 
life-long friends under all circumstances. 
The friendship ceased, however, as soon 
as the cook tossed a bone out of the 
window. Pointing this lesson towards 
families who live happily until the time 
when property must be distributed, the 
Safe Deposit and Trust Company, Balti- 
more, states that “Probably for senti- 
mental reasons, each may desire the 
same trinket” resulting in bitterness and 
quarrels. By having a lawyer draw a 
will, and naming an impartial and re- 
sponsible trust company executor and 
trustee, the possibility of such situations 
can be avoided. 


Accepting Deposits 


The obligations of a bank accepting 
deposits are set forth in an advertise- 
ment of the County National Bank & 
Trust Company, Santa Barbara, Cali- 
fornia. These obligations to the de- 
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positor are “to safeguard the funds 
placed in its keeping with all the dili- 
gence humanly possible for it to ex- 
ercise.” Towards its community, the 
obligations are to employ these funds 
“through good business loans and 
through advances for sound public re- 
quirements so that the broadest needs 
of the community are served.” To- 


wards its stockholders it assumes the 
“obligation to conduct its business in 
such a way that their capital investment 
will be fully protected and earn a fair 
return.” In closing, the advertisement 
states that banking laws and financial 
practices can never be substitutes for 
honest and skillful management in meet- 
ing these threefold obligations. 


What They Are Thinking 


FrACT-FINDING is A. R. Gruenwald, 

advertising manager of Marshall & 
Ilsley Bank of Milwaukee. Desirous 
of learning what people were thinking 
of banks and banking he went out and 
asked in much the same fashion as does 
an inquiring reporter of a newspaper. 

A detailed story of his findings is 
published in the June issue of The Mid- 
Western Banker, which covers public 
reactions to specific banking services. 

Of interest are the miscellaneous 
comments that Mr. Gruenwald jotted 
down and which we take the liberty of 
quoting from his article: 


“IT am a salesman and get into many 


hotel lobby discussions. Business talk 
soon drifts to credit, banks, etc. The 
feeling still persists that bankers ex- 
pect a borrower to sign his life away. 
With savings rates reduced, many bor- 
rowers think the rate on loans should 
be less.” 

“T can’t get the loans I used to get. 
I am driven to the loan shark outfits. 
I should think a bank could give me a 
reasonable personal loan service.” 

“IT expect courtesy and guidance, and 
a logical answer when I am turned down 
on a loan.” 

“I expect personal consideration. My 
deposits may be small, but mine and 
many others make the bank.” 

“I expect safety of funds, and prompt 
service on loans. Cut out red tape. Be 
human.” 

“IT want my money to be available, 
but I'm not so worried about that with 
present government supervision and in- 
surance.” 

“I expect banks to be a safe place 
for my money, bankers should be ab- 
solutely honest.” 


“A borrower deserves fair treatment 
because his activity pays salaries and 
dividends. A depositor is a liability 
unless money can be loaned.” 

“T expect banks to safeguard the pub- 
lic interest. Without banks business 
couldn’t go ahead.” 

“T like bank money order service.” 

“T want to be treated as I am when 
I buy merchandise in a store. I expect 
courtesy and personal attention. Banks 
are becoming too large for the latter.” 

“Present rate on savings is inadequate. 
I get more on government bonds.” 

“When a man has the ability to re- 
pay, he ought to be able to get a loan 
without collateral.” 

“Do all you can to retain customers 
as we do in a filling station. Interest 
is not enough. Should at least be as 
much as on postal savings.” 

“Banks, as far as the average person 
is concerned, have outgrown their use- 
fulness.” 

“Banks ought to go into financing of 
automobiles.” 

“Large banks fail to give enough per- 
sonal service. I get loans from a small 
bank without collateral.” 

“Banks are all right. They do what 
they can. Don’t think there should be 
a service charge.” 

“Banks should have a department to 
analyze a man’s business. It would be 
helpful and prevent a lot of grief. 
Banks do not make an effort to obtain 
a small business man’s account. They 
are primarily interested in big business 
and big balances. Service charges are 
out of line.” 

“I expect advice on all financial prob- 
lems, not only on savings, but on home 
building, insurance, investments, etc., 
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because a bank is impartial,-an un- 
biased source for such advice.” 

“T expect financial security, both in 
depositing and lending.” 

“Expect a broader outlook on loans 
and a higher rate on savings. I get 
more at the post office.” 


“Banks have become glorified safe 
deposit boxes. I expect nothing of 
them. If they regard their business as 


other business men do theirs, thev 
would lay the facts before the people 
and fight—they could come back, make 
money, and render a public service.” 


Keeping Up with the Parade 


OME modernization loans are again 
being actively developed by the 
First Wisconsin National Bank of Mil- 
waukee; a recent ad signed by the bank, 
in conjunction with two other advertise- 
ments signed by the First Wisconsin 
Mortgage Company and the Title Guar- 
anty Company of Wisconsin, was pub- 
lished in a Milwaukee newspaper on 
the lower half of the first page of the 
spring real estate section. . . . Add to 
interesting facts about Cleveland (other 
than Republican conventions) as learned 
from The Cleveland Trust Company 
series on banking and industry; it is 
the home of the largest manufacturer 
and world-wide distributor of address- 
ing machines, name and date writing 
equipment and appliances for office 
duplicating, printing and offset lithog- 
raphy. . . . New reasons for a check- 
ing account set forth by the Fidelity 
Union Trust Company, Newark, New 
Jersey, are that it improves one’s credit 
with the stores, and saves the house- 
wife’s time for other things when she 
can pay bills by mail... . 
Contrasting New York chronologi- 
cally, the Bank of the Manhattan Com- 
pany continues its series of service to 
industry for the past 137 years by de- 
picting Times Square one 1936 night 
against an old-fashioned business sec- 
tion whose signs advertise “Ship Chan- 
dler; Sail Loft; Sail Maker” and so 
on. . . . Item from the house organ of 
New York’s Central Savings Bank, 
“WANTED—former bank president or 
big executive who looks the type and 
who is now in need of work, willing to 
pose for commercial photographs’— 
who says there is no future in bank- 
Ing’... People seem to be getting 
the idea that size is a hindrance to 
service so the Wachovia Bank and Trust 


Company, in North Carolina, comes 
forward with an advertisement that ex- 
plains why size is an incentive to bet- 
ter service. ... 

Nashville, Tennessee, has the largest 
per capita bank deposits of any city in 
her immediate territory (figures from 
Nashville’s Chamber of Commerce) ; 
civic-minded, The American National 
Bank pounces on this opportunity, say- 
ing “This Is Good News” and illustrates 
Nashville’s per capita deposits com- 
pared with those of surrounding cities. 
. . . The agreeable mailing piece con- 
stantly going to friends and customers 
of the State Street Trust Company, Bos- 
ton, signed by President Allen Forbes, 
recently asked the recipient just what 
his investment objective is, and took 
the opportunity of explaining a bit 
about its helpful agency service... . 
“To Lend And To Have” is the heading 
of the 173rd Man-On-The-Street series 
of The Citizens and Southern National 
Bank, down in Georgia; the copy shows 
the loaning problem in quick relief by 
repeating the adage “You can’t have 
your cake and eat it too” as seen by 
the banker who “must lend your money 
and have it too”—the copy goes on to 
explain how the bank meets this prob- 
lem. . 

© 


THERE is no such thing as self-suf- 
ficiency in any country of the world, 
whether for peace or for war, and in- 
ternational strife for self-sufficiency 
makes for war and not peace.—Fred 
I. Kent, director, Bankers Trust Com- 
pany, New York. 


It’s easy to weather a financial storm 
if you have a raft of money.—Royal 
Bank Magazine. 





From the Savings Bank Standpoint 


HERE assembled at Atlantic City, 

New Jersey, on May 13, the Na- 

tional Association of Mutual Sav- 
ings Banks. Since the some thousand 
delegates at this convention represented 
about 14,000,000 depositors whose de- 
posits in these banks in eighteen states 
amount to about $10,000,000,000, it will 
readily be seen that this meeting was 
one of no small concern, not to these 
bankers alone, but to the depositors 
whom they faithfully represent. 

As it is not possible to present in 
anything like complete form the many 
excellent papers and addresses presented 
at this important gathering, it will serve 
a useful purpose to take at least a cur- 
sory glimpse at some of the things done 
and said. 


Respecting Social Security 


The president of the association, 
Robert C. Glazier, who is also president 
of the Society for Savings, Hartford, 


Connecticut, expressed the belief that, 
respecting social security, “by gradual 
steps means may be found to bring 
about, not a millennium, but a better 
condition for all, without sacrificing 
the principles of thrift and self-help 
that have been a tradition of our people 
since the nation was established.” But 
he saw “a very real danger that too 
much dependence on a paternal govern- 
ment will weaken the fiber of our na- 
tional life.” 

President Glazier welcomed the ris- 
ing tide of business recovery, and spoke 
in behalf of friendly and constructive 
coéperation toward business by the Gov- 
ernment 

Wilson G. Wing, president of the 
Providence (R. I.) Institution for Sav- 
ings, discussing the Social Security Act, 
said that “it is estimated, under the law 
as drawn, that the reserves for old-age 
annuities alone eventually might reach 
the enormous sum of $32,000,000,000, 
and in addition thereto there likewise 
will be provided a large reserve in the 
unemployment fund.” 

The investment of the funds in Gov- 
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ernment obligations, as contemplated. 
would have an important effect on fu- 
ture investment, presenting a factor 
whose influence it is impossible to es- 
timate. 

Treating of the same subject—social 
security—M. A. Linton, president of the 
Provident Mutual Insurance Company 
of Philadelphia, said that the huge funds 
accumulated in the old-age reserve ac- 
count might lead to a more liberal scale 
of pension benefits. “The program for 
the Congresses of the next thirty vears,” 
he said, “to practice self-denial by in- 
vesting hundreds of millions each year 
in a reserve fund mounting to tens of 
billions, belongs in the realm of 
dreams.” He saw two dangers, “a dan- 
gerous liberalization of the benefits, or 
a program of unsound governmental 
spending.” 


Mortgages 


The report of the committee on mort- 
gages, made by the chairman, A. George 
Gilman, president of the Malden ( Mass.) 
Savings Bank, declared that supply and 
demand exercise the ultimate effect upon 
the soundness of all mortgages; that a 
period of sharp inflation or deflation 
can upset the most conservative mort- 
gage appraisal system, and that experi- 
ence offers convincing evidence that ap- 
praisal by the rental basis method is 
not sufficient and safe. “Your com- 
mittee is convinced,” he said, “that an 
investment in the form of a first mort- 
gage, during the last twenty-five years, 
has proven a lucrative and stable type 
of investment.” 


Model Savings Law 


It has long been a sourse of com- 
ment and of some surprise, considering 
the fine record made by the mutual sav- 
ings banks in the states where they ex- 
ist, that the system has not been more 
widely extended. Perhaps a movement 
in this direction may be accelerated by 
the draft of a model mutual savings 
bank law, presented at the Atlantic City 
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convention by Harold J. Staples, treas- 
urer of the York County Savings Bank, 
Biddeford, Maine, and chairman of the 
committee on extension of the savings 
bank system. It is said that the success 
of the mutual system is attracting special 
attention at this time in those states lack- 
ing legal provision for the establish- 
ment of the mutual system. 


Progressive Railway Management 


Henry Bruere, chairman of the rail- 
road committee, and president of the 
Bowery Savings Bank of New York, as- 
serted that “it is the task of the rail- 
roads to exert themselves to the utmost 
to win back to the rails some of the 
trafic which has been lost to the high- 
ways and waterways.” Conceding that 
the railroads have done much in this di- 
rection, Mr. Bruere continued: 

“Railway investors need to be assured 
that the railways are exerting themselves 
to establish in railway management and 
operation the same aggressive policies 
that have resulted in the expansion of 
the business of their competitors. The 
railways will best protect themselves 
from unwarranted legislative interfer- 
ence by convincing the American pub- 
lic that individually, and as an indus- 
try, they are measuring up to the stand- 
ards of modern management. The 
present seems to us a challenging period 
for leadership in the railway field. 

“The gross revenues of the railroads 
also can be improved by favorable legis- 
lation having a tendency to bring about 
equality of opportunity to compete with 
other carriers. This is particularly true 
with reference to the regulation of water 
carriers and some change in the long 
and short haul clause. Likewise, it is 
important to press for legislation in the 
states subjecting competitors on the 
highways to taxation comparable to 
that which the railroads pay. 


Encourage Railroads 


“The second major aspect of this 
problem is to reduce expenses and from 
this standpoint the future holds prom- 
ise. Every rational opportunity to co- 
Ordinate and consolidate facilities and 
practices wherever there is a prospect 


“It is the task of the railroads to 
exert themselves to the utmost to win 
back to the rails some of the traffic 
which has been lost to the highways 
and waterways,” Henry Bruere as- 
serted before the convention. 


of saving money should be embraced. 
Railroads should be encouraged to con- 
solidate along normal, healthy lines ac- 
cording as their interests and that of the 
public make consolidation desirable. 

“Tt is realized that those who are car- 
rying on the work of the central or- 
ganization of the railroads are dealing 
with a difficult problem. We make cor- 
dial acknowledgment of the efforts which 
the Association of American Railroads 
has put forth to improve the industry. 
Mutual savings banks can be helpful in 
the railways’ efforts to cultivate better 
public appreciation that the railroads 
are still necessary agencies of trans- 
portation, and that the public’s interest 
demands they be not crushed by short- 
sighted legislative policies and public 
indifference. There is a great volume 
of business still available to the rail- 
ways which they can perform well and 
profitably to the advantage of the people 
of the country.” 
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The New President 


Carl M. Spencer was elected as the 
new president of the association. He is 
president of the Home Savings Bank of 
Boston, an institution having $69,000,- 
000 deposits and serving some 78,500 
depositors. He made the following 
statement regarding the progress of the 
mutual savings banks of the country: 

“For a year or more we have noted a 
steady gain in the number of small ac- 
counts, the best barometer of savings, 
rather than the average of accounts or 
the total of deposits. However, re- 
garded from the latter standpoint, it is 
impressive to observe that mutual in- 
stitutions, long the cornerstone of the 
savings structure, now hold almost $10,- 
000,000,000 of deposits. This great 
sum is about one-fourth of all Amer- 
ican bank deposits and close to the 
high mark for mutual institutions in the 
120 years of our history. 

“The fact that so large a sum of small 
capital has been accumulated by these 
millions of depositors constitutes a re- 


markable example of well distributed 
wealth. The further fact that this cap- 
ital of the people has been preserved by 
mutual institutions in a world crisis, as 
in other panics of the past, is an equally 
remarkable example of their careful in- 
vestment policy. Also it proves beyond 
doubt that the mass of the American 
people continue to believe in storing 
up the fruits of their toil, for the op- 
portunities and necessities of tomorrow. 
It is heartening to see that the ideal of 
personal independence still thrives. At 
the same time the gambling spirit is 
entirely too active. Anyone may see it 
at work in many directions. Surely 
we have not forgotten the lessons of 
1929.” 


The mutual savings banks have a 
long and honorable history of safe and 
efficient service to their millions of de- 
positors, and incidentally have supplied 
funds of large proportions for use in 
legitimate investments, thus lending 
substantial support to the solid busi- 
ness interests of the country. 


BOOKS FOR BANKERS 


INCREASING PERSONAL LoAN BUSINESS. 
By R. E. Doan and G. F. Foley. Cam- 
bridge, Mass.: The Bankers Publish- 


ing Co. $2.50. 

Wit bankers throughout the country 
becoming actively interested in personal 
loan service as a profitable outlet for 
idle funds, and as a sure-fire stimulator 
of new business for other bank depart- 
ments, this book comes at a most op- 
portune time. 

The authors set forth, for the first 
time in complete detail and with illus- 
trations of the various forms used, their 
already nationally known “Denver 
Plan” for aiding department stores in 
the liquidation of overdue customer ac- 
counts through personal loans. They 
also describe, in complete detail and 
with illustrations, their more recently 
devised plan for aiding smaller retai! 
stores, professional men, hospitals, etc., 
to liquidate overdue accounts. 

While concerned primarily with 
plans for increasing personal loan busi- 


ness far beyond the usual scope of such 
service, the authors have included many 
time and money saving short-cuts in 
filing systems, investigation procedure, 
etc. One chapter is devoted to methods 
of successfully advertising personal 
loans; another gives an analysis of who 
borrows from such a department and 
why they borrow; other subjects cov- 
ered are: practical operating sugges- 
tions for the department as a whole; 
methods of systematizing modernization 
loans, mortgage loans, and other simi- 
lar forms of monthly payment finance 
accounts which can be handled through 
a personal loan department, etc. 


The authors are both men with wide, 
practical bank experience, and in this 
book they present plans which they have 
successfully used for years in their own 
institution, and which have been adopted 
by other organizations throughout the 
country with equally satisfactory re 
sults. 

For the banker who desires to “get 
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off on the right foot” in installing a 
personal loan department, or for the 
banker who already has such a depart- 
ment in operation and is desirous of ex- 
anding its scope of service and profits, 
this book will be found invaluable. 


How To Ostain Bank Costs. By E. S. 
Woolley. Cambridge, Mass.: The 
Bankers Publishing Co. $5.00. 


Tue author of this book is a C. P. A. 
and cost accountant and has for a num- 
ber of years specialized in bank ac- 
counting and systems. In this work he 
has been constantly impressed with the 
fact that only a few bankers actually 
know how much it costs to do business. 

Believing that the secret of better 
banking lies in a more intimate knowl- 
edge of banking costs, he undertook the 
preparation of the present volume which 
explains in simple language how to as- 
certain bank costs and how to keep the 
simple records which will enable any 
bank to know—not guess—at the costs 
of each department. 

The book contains a foreword by 
Carl K. Withers, commissioner of bank- 
ing and insurance in New Jersey, who 
says: 

“To the careful study of bankers 
everywhere, irrespective of the size of 
their institutions, I would commend this 
latest effort of Mr. Woolley as a def- 
inite contribution to sound banking; 
not only because it recognizes the need 
for cost-finding in banking, but outlines 
an easy and understandable procedure 
whereby a knowledge of actual costs 
may be obtained.” 


THE Monetary PRoBLEM—GOLD AND 
Sttver. Edited by Ralph Robey. 
New York: Columbia University 
Press. $3.50. 


TuIs is a reprinting of an exhaustive 
report, made to both Houses of Parlia- 
ment by the Royal Commission ap- 
pointed to inquire into the recent 
changes in relative values of the precious 
metals. And although the report dates 
back to 1888, it is of lively interest be- 
cause of the recent steps taken in this 
country looking to the restoration of 
bimetallism. Some phases of the report 
are of especial interest, viz., the sum- 


mary rejection of the adjusted gold 
dollar as a means of stabilizing prices; 
the proposal that any system of bi- 
metallism should be based upon an ap- 
proximate market value of gold and 
silver and, finally, that the fall in prices 
(in the period under consideration) 
was due more to influences affecting 
commodities than to the currency system. 

While the presentation of arguments 
on both sides of the monetary problem, 
in the earlier part of the report, are 
confusing, this confusion disappears on 
reading the conclusions. 


For its discussion of bimetallism, and 
more particularly for the treatment of 
the effect of the monetary system on the 
course of prices, this publication will 
be found of great value. A careful study 
of the report is commended to all who 
wish to become better informed on the 
subject of which the volume treats. 


ANALYZING CHECKING ACCOUNTS SCIEN- 
TIFICALLY. By Frederick W. Hetzel. 
Cambridge, Mass.: The Bankers Pub- 
lishing Co. $3.50. 

Tue author of this book recognizes that 

former sources of banking income have 

been seriously curtailed and that banks 
in the future will have to depend more 
and more upon their ability to obtain 

a sufficient income from the consumers 

of their services if they are to continue 

to operate at a profit. 

As its title suggests, Mr. Hetzel’s book 
shows how checking accounts should 
be analyzed as a preliminary to impos- 
ing a service charge which is fair to 
all concerned. 

Mr. Hetzel’s system is simple and 
easy to administer and is free from the 
faults of any systems which are more 
costly in time and effort than the re- 
sults warrant. 


A valuable feature of the book is 
the publication, for the first time, of 
the author’s tables which have been care- 
fully worked out to determine the 
amount of charge required to rectify an 
account with deficient balance. These 
are based on a given reserve, a given 
yield and a given profit but may be 


changed to fit the circumstances of any 
bank. 





IN THE MONTH'S NEWS 


Branch Banking 


q Branch banking within restricted trade 
areas is the solution of this country’s 
branch banking problem in the opinion 
of James H. Perkins, chairman of the 
National City Bank of New York. This 
subject was one of the salient points 
which Mr. Perkins discussed before the 
Texas bankers convention. Mr. Perkins 
also sought to dispel the fears of bank- 
ers in other parts of the country who 
believe that branch banking is a scheme 
of New York bankers to widen their 
power and influence. The gist of his 
opinions is given here: 


“In my own mind, I don’t believe 
that our country will be prepared to 
spread branch banking over a large 
area, but I do think that an unprejudiced 
study brings one to the opinion that it 
should be permitted within restricted 
trade areas. 

“It seems to me that development 
along these lines would be beneficial in 
various ways. It would provide greater 
diversification of risks and, by reducing 
the number of independent units, facili- 
tate codperative action in emergencies. 
Economies would be accomplished in 
small localities where a bank is needed 
for accommodation, but where the busi- 
ness is not great enough to support an 
independent bank. Also, the larger 
units that result from branch banking 
would be in a better position to give 
bank officers broad training and to re- 
ward ability than is the case with the 
average bank today, thus tending to 
improve the general standard of bank 
management. 

“Certainly, the question is one that 
calls for thorough discussion. There 
seems to be a fear that branch banking 
is a scheme of New York bankers to 
widen their power and influence. To 
my personal knowledge, this is not so. 
There are few groups of bankers less 
desirous of extending their operations 
through the branch system than those 
of New York. I hope the Texas Bank- 


ers Association can study the subject 
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from their point of view and _ see 
whether they wouldn’t reach the con- 
clusion that in certain areas within the 
state, that are more or less tied to one 
commercial center, branches could be 
established to the advantage of indus- 
try and the community at large.” 


g “Outright Government ownership of 
the nation’s banks would more fully 
meet the needs of the public than the 
development of nation-wide branch sys- 
tems. Branch banking, on a state or 
national scale, is just another product 
of promotion for individual profit and 
power. Growth is generally accom- 
plished through smart politics and mis- 
leading propaganda. It has little re- 
lationship to public progress or wel- 
fare.” 

Coleman Corey, executive  vice- 
president of the Union National Bank 
of Ventura, California, in an interview 
with the American Banker gave expres- 
sion to his opinions on nation-wide 
branch banking. He has first-hand 
knowledge of the power of branch bank- 
ing, as he is in active competition with 
it in his state and county; yet his own 
bank has steadily grown in spite of 
this competition. He said further: 

“Any citizen of average intelligence, 
who would take time to investigate and 
analyze the situation could only reach 
the same conclusion. The trouble is 
that those who are already acquainted 
with the facts of the case are apparently 
too timid or too lazy to fight, while 
others are ‘stupidly indifferent to the 
movement and its grave significance. 

“There is no logical reason for na- 
tion-wide branch banking. Certainly it 
has no place as a private, highly mech- 
anized, subsidized monopoly, in a posi- 
tion to favor its friends, and to render 
a more costly perfunctory service to 
others. 

“For individuals to more or less con- 
trol the fountainhead of credit, as would 
be the case should nation-wide branch 
banking develop, would immediately 
create a dangerous fissure in the very 





BELIEVES IN UNIT BANKING 


Charles F. Zimmerman, president of 
the First National Bank of Hunting- 
don, Pa., has been re-elected secretary 
of the Pennsylvania Association. He is 
a strong advocate of the independent 
“unit” bank. At the recent Atlantic 
City convention of the association he 
asserted “that rates for good loans 
are assailed on every hand by non- 
taxpaying lending agencies of the 
Government; sound local loans thus 
have been progressively dried up dur- 





ing the past three years.” 


foundation of representative govern- 
ment. The needs of the public would be 
more fully met and more completely 
protected by Government ownership and 
control of banks. Unquestionably, Gov- 
ernment operation would be far more 


economical, and at least equally serv- 
iceable. 

“It seems to me that certain branch 
bankers are now, Samson-like, tugging 
at the pillars of the structure which, 
with good reason to believe, may soon 
topple, wrecking not only that type of 
independent banking that has added so 
much to the progress of our country, 
but annihilating their own as well.” 


q“Trade area branch banking has 
found many advocates and has been 
seriously proposed and backed in Con- 
gress. And of late we have had pro- 
posals looking toward ‘industrial area’ 
and ‘homogeneous area’ branch bank- 
ing. All three proposals for the ex- 
tension of branch banking are indef- 
inite,” said William S. Elliott, vice- 
president of the Bank of Canton, Geor- 
gia, before the Iowa bankers’ conven- 
tion, in defense of unit banking. “Even 
if meritorious in purpose, branch bank- 
ing thereunder could be extended al- 
most without limit through administra- 
tive interpretation. Under the guise of 
a panacea for future financial ills some 


states have been induced to amplify 
their laws and to permit branch bank- 
ing to a greater or less extent. We are 
told that big banks will gladly estab- 
lish branches wherever needed to fur- 
nish service to communities. Of course, 
this is an exaggeration that will fool 
nobody with average intelligence. Banks 
cannot be run upon an altruistic basis; 
they must be run for profit just like any 
other kind of business. Communities 
which cannot support a unit bank can- 
not support a branch, nor will they long 
have the service of either upon an un- 
profitable basis. 

“Credit is the life-blood of trade and 
industry. The application of credit to 
the needs of any community is a delicate 
proceeding and should be handled by 
local men familiar with the needs of 
the community with authority to use 
their untrammeled judgment with re- 
spect thereto, and their decision should 
be final—subject only to the statutes 
governing all banks in the making of 
loans. No man, nor small group, in a 
distant city can properly gauge the 
needs of the local community, however 
intelligent and honest they may be. Un- 
scrupulous men may obtain control of 
the parent bank and manipulate the 
funds of many communities solely for 
their own gain. This has been done 
heretofore in chain, group and branch 
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banking according to reliable. authority. 
It is conceivable that one locality could 
be built up and another reduced to 
credit starvation at the behest of the 
management of the parent bank. 

“We are told that the large capital 
of the parent bank makes available a 
large line of credit in communities 
where a local unit bank would not have 
sufficient capital to handle a large loan. 
I want to say that a line of credit based 
upon $1,000,000 capital is not always 
a good thing for the town of Squeedunk. 
Many a bank has been saved during 
time of depression by reason of the fact 
that its loaning capacity was limited 
during the booming period of pros- 
perity. It is no reflection nor hardship 
on the community bank if a big local 
concern is obliged to go to New York, 
or other large center, to get part of its 
credit accommodation; nearly all large 
local enterprises carry balances in one 
or more large cities anyhow.” 


Unit Banking 


q| The Independent Bankers Association 
will hold its seventh annual convention 
September 4 and 5 at the Lowry 
Hotel in St. Paul, it is announced by 
Ben DuBois, secretary of the associa- 
tion. Mr. DuBois states that the asso- 
ciation expects to put on a program 
that will accurately portray the condi- 
tions facing unit banking. 


Automobile Financing 


q| Banks were urged to finance the auto- 
mobile business through loans to finance 
companies by John R. Walker, executive 
vice-president of the National Associa- 
tion of Finance Companies, in his ad- 
dress at the convention of the New Jer- 
sey Bankers Association. 

Mr. Walker said that “throughout 
the six difficult depression years, the 
failures of sales finance companies can 
be counted upon the fingers of one 
hand, and we have been unable to dis- 
cover a single instance in which a bank 
has suffered a loss by reason of having 
lent its credit to a sales finance com- 
pany.” 


Mr. Walker does not believe the ex- 
pense of operating an automobile loan 
program without the personal loan de- 
partment of a bank can pay. 

“If the commercial banks of a com- 
munity adopt the policy of actively sup- 
porting the secondary financial agen- 
cies, rather than entering into direct 
competition with them, it goes without 
saying that the banks have the right to 
expect all such agencies to use bank 
credit to whatever extent it may safely 
and properly be used in their respec- 
tive operations.” 


Bonus to Employes 


q New Brunswick, New Jersey, bankers 
have been highly praising the action 
taken on June 13 by Johnson & John- 
son, manufacturers of druggists’ supplies 
with main offices in that city, in attach- 
ing a 5 per cent. bonus to the pay 
checks of its 3000 employes. The bonus, 
which represented 5 per cent. of 1935 
earnings of the employes, was distrib- 
uted in all of the firm’s plants in this 
country, including those in Chicopee, 
Mass.; Gainesville, Ga., and Chicago. 


Home Financing 


q The vital problem of financing con- 
struction of needed millions of home 
units in the United States in the next 
ten years will not be solved until home- 
owners are provided with a system en- 
abling them to purchase shelter as con- 
veniently as they buy vacuum cleaners 
or automobiles, Lewis H. Brown, presi- 
dent of Johns-Manville Corp., one of 
the country’s largest producers of build- 
ing materials, told the New York State 
Bankers Association at their annual 
meeting. 

Just as industry turns to the research 
laboratory to plan for the future, the 
country’s financial institutions must im- 
stitute research into new plans for fi- 
nancing home construction and evolve 
a satisfactory system providing better 
built homes at less cost or face the fact 
that other sources of money will develop 
to satisfy the need, Mr. Brown stated. 

“If our financial leaders have the 
courage and the vision to work out 4 





“Early Federal” or late 
Colonial style, which was 
at the height of develop- 
ment when the Harris- 
burg National Bank 
(Pa.) was organized in 
1814, was used when this 
bank was recently mod- 
ernized. Gold framed oil 
paintings of the bank 
presidents have been used 
effectively as part of the 
design. 


pattern for this major financial prob- 
lem, there exists the possibility of a 
virtually new industry that may serve 
to bring about a sound and permanent 
recovery that will be a greater service 
to the people of this country than all 
the artificial stimulants of governmeni 
yet conceived,” Mr. Brown said. 

Insistence by leading institutions on 
a safer relationship between the home- 
owner’s income and the size and value 
of the property he wants to build would 
mean more efficient housing for the 
country. 

Mr. Brown reviewed building in the 
era prior to 1929, “the disastrous re- 
sults of which we are still suffering.” 
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The depression showed, he said, that 
something was drastically wrong with 
the non-amortizing mortgage system of 
home ownership and “I believe that the 
homeowner desires and has a right to 
expect, eventually, a home financing 
service embodying the following prin- 
ciples: 

“To be able to purchase a home as 
conveniently as he buys a vacuum 
cleaner or an automobile; to know in 
advance all the obligations he is ex- 
pected to meet initially and in the fu- 
ture; the down payment to be kept as 
small as is consistent to assure honest 
attempt of the buyer towards home 
ownership; a single long term mort- 


Pa 


Tilghman, Moyer & Co. 
of Allentown, Pa., trans- 
formed this banking room 
into the spacious room 
shown above. 
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gage which may be amortized on a 
monthly or quarterly basis; automatic 
restriction on the size or cost of homes, 
helping prevent high pressure sale of a 
home too large for the homeowner’s 
pocketbook; lower financing costs which 
enable larger sums to be spent on main- 
taining the home and reducing the prin- 
cipal of the loan. 


Keeping Tab 


Bankers who live all over the United 
States have given to the Securities Tab- 
ulating Corporation of New York City 
their individual opinions on interesting 
questions concerning banking as it is 
being carried on today. The difference 
of opinion in various sections of the 
country is particularly interesting. The 
corporation tabulated the replies it re- 
ceived in the form of a chart, but the 
following paragraphs give an excellent 
summation of the questions and answers: 

1. “Should Excess Bank Reserves Be 
Reduced?” touches the heart of govern- 
mental control of credit inflation. Ap- 
parently the nation’s bankers—individ- 


ualists all—believe the present reserves 


have dangerous potentialities. The 
greatest difference of opinion on this 
question seems to exist among the 
metropolitan bankers of New York, 
Pennsylvania and New Jersey. 

2. “Are You Reducing Your Hold- 
ings in Governments?” touches the Fed- 
eral Treasury’s method of financing con- 
tinued deficits. Apparently the bank- 
ers continue to lend their aid. 

3. “Should Modernization Loans Be 
Continued?” touches the Federal Hous- 
ing program at an important spot and 
is approved, although in the Arkansas, 
Louisiana and Texas region this ap- 
proval seems less definite. 

4. “Should Banks Establish Personal 
Loan Departments?” touches a compar- 
atively recent development in the bank- 
ing field which extends the number of 
potential customers by hundreds of 
thousands. It also is approved. 

5.6. “Does Your Bank Use the 
Measured Service Charge?” and “Is 
This, Based on Account Activity, Satis- 
factory?” are technical questions gen- 
erally answered in the affirmative. 


7. “Should the FDIC Be Made a 
Permanent Institution?” touches a com- 
plex situation involving banking, soci- 
ology and politics. The opinions ex- 
pressed on this subject seem to indicate 
definitely regional differences. New 
England’s reply is a strong and positive 
“No.” The Pacific Coast responds with 
an even more emphatic “Yes.” New 
York, New Jersey and Pennsylvania are 
closely divided, while the rest of the 
country expresses approval. 

8. “Do You Think the Present Low 
Money Rates Will Remain in Effect 
Three More Years?” touches the realm 
of prophecy, yet upon such questions 
and their answers must be based the 
financial policies of all concerned with 
the investment markets. From all sec- 
tions, save one, the count stands about 
three in the affirmative to five in the 
negative which seems not so favorable 
to the issuers of long term bonds at ex- 
tremely low yields. Yet, from the moun- 
tain sections of Colorado, Wyoming, 
Idaho, etc., the opinion is reversed with 
the count of about four in the affirma- 
tive to three in the negative. 

9. “Do You Favor Plan Established 
by Safety Bank and Empire Trust Co., 
Where No Balance Is Required and 
Service Charge Made for Each Item?” 
touches the technique of handling small 
checking accounts. The fact that this 
method is a new one and that experi- 
ence with it is of comparatively short 
duration during this period of low 
money rates makes the count of 37 per 
cent. for, to only 53 per cent. against, 
of considerable interest. 


Industrial Credit Aid 


q As an outgrowth of its experience in 
making loans under the Federal Hous- 
ing Administration program, the Manu- 
facturers Trust Company of New York 
has formed an industrial credit division 
to make advances to manufacturers 
against deferred-payment notes cover- 
ing sales made by them to users of vari- 
ous types of equipment, machinery and 
other products on which loans have been 
insured under Title I of the National 
Housing Act. 
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The FHA has reported that its experi- 
ence with ‘this-class-of paper has been 
“highly satisfactory,” losses in’ two 
years having been held to less than one- 
half of 1 per cent. 

The new industrial credit division 
will be a “permanent facility” of the 
Manufacturers Trust, as a means of 
“creating a ready market for existing 
paper held by that institution and for 
any new paper, whether it be eligible 
or not under the Federal Government’s 
plant-modernization credit insurance 
plan, providing that all aspects of such 
risks are acceptable.” Eligible items 
will continue to be insured with the 


FHA. 


“Paper will be purchased at rates 
commensurate with the credit standing 
of the manufacturer, which will in many 
instances enable him to quote his cus- 
tomers a more reasonable charge than 
the maximum rates provided under the 
FHA plan,” officials of the Federal 
agency explained. “Collection service 
will be made to fit the individual needs 
of each account and will be designed to 
serve the seller’s best interest in build- 
ing up the good-will of his customers 
‘through the use of banking facilities.” 


Legislation 


q Under the provisions of the Stephens 
bill, signed by Governor Lehman, banks 
and trust companies in New York State 
are authorized to establish personal 
loan departments. Interest rates may 
not exceed 12 per cent. per annum for 
the unpaid balance of the principal of 
such loans, which are to be payable in 
regular installments over a period of 
not more than fifteen months. Loans 
are to be limited from a maximum of 
$500 per person in communities of less 
than 5000 population, ranging up to a 
maximum of $2500 per person in New 
York City. 

Banks are required to obtain specific 
permission from the Superintendent of 
Banks to operate such departments. The 
maximum rate of interest includes all 
charges incident to investigating and 
making the loan. In case of default, a 
bank may charge a fine in an amount 


Garret A. Denise, newly elected 
president of New Jersey Bankers 
Association and president, Central 
National Bank, Freehold, N. J. 


not to exceed four cents per dollar on 
any principal payment which is overdue 
more than five days. No such fine shall 
exceed $2, and only one fine may be 
collected regardless of the length of the 
period of default. The aggregate of 
such fines shall not exceed 2 per cent. 
of the loan, with a maximum of $15. 

Governor Lehman vetoed the Craw- 
ford bill which would have given indus- 
trial banks most of the powers now 
vested in commercial banks, such as ac- 
cepting deposits and payment by check, 
discounting and negotiating promis- 
sory notes, drafts and bills of exchange 
and issuing letters of credit. 


Mortgage Clinic 


q The Quincy Co-Operative Bank of 
Quincy, Massachusetts, is conducting a 
mortgage clinic where free advice will 
be furnished to distressed home owners 
whose income has been reduced, yet who 
are anxious to retain their mortgaged 
homes. Such clinics have been con- 
ducted in other communities with very 
satisfactory results. In many cases, 





Raymond N. Ball, president of the 
Lincoln-Alliance Bank & Trust Com- 
pany of Rochester was elected presi- 
dent of the New York State Bankers 
Association, | 


budget plans are worked out for home 
owners to the end that they, though 
their incomes have been greatly reduced, 
find it possible to hold onto their homes, 
and at the same time, the loaning banks 
benefit from such results. 


Association Presidents 


@ The new presidents elected by the 
various state conventions which met 
during June are: 

Illinois: Frank C. Rathje, president 
of the Chicago City Bank & Trust Co. 

Iowa: Robert W. Turner, president 
of the City National Bank at Council 
Bluffs. 

Alabama: M. L. Robertson, presi- 
dent of the Parker Bank & Trust Co. 
at Cullman. 

District of Columbia: Charles H. 
Doing, vice-president of the Washing- 
ton Loan & Trust Co. 

Ohio: J. H. Warndorf, cashier of 
the Citizens Savings Bank & Trust Co. 
at Hamilton. 

Rhode Island: 
vice-president of the 
Hospital Trust Co. 


William S. 
Rhode 


Innis, 


Island 


Oregon: G. D. Brodie, cashier of 
Johnson Bros., Bankers, Inc., Dufur, 
Oregon. 

North Dakota: Frank T. Merrill, 
president Union National Bank, Minot. 

Massachusetts: Sidney M. Price. 
cashier of the First National Bank of 
Malden. 

Georgia: H. Lane Young, vice- 
president and _ executive manager 
Citizens & Southern National Bank, 
Atlanta (following the resignation of 
Lee S. Trimble, who has become vice- 
president and manager of the Macon 
Chamber of Commerce). 

Vermont: Henry M._ Baldwin, 
treasurer Winooski Savings Bank at 
Winooski. 

North Carolina: M. E. Hogan, 
cashier Bank of Chapel Hill. 

Connecticut: E. M. Gaillard, vice- 
president Union & New Haven Trust 
Co., New Haven. 

Idaho: Guy H. Shearer, president 
of the Fidelity National Bank of Twin 
Falls. 

Washington: 
president First 
Wenatchee. 


Ward Jesseph, vice- 
National Bank at 


Claude L. Stout, executive vice-presi- 
dent of the Poudre Valley National 
Bank at Fort Collins is the newly 
elected president of the Colorado 


Bankers Association. 





James B. Dey, Jr., 
senior vice-president 
of the National Bank 
of Commerce at Nor- 
folk (at the right) 
succeeded J. Sinclair 
Brown (left) as presi- 
dent of the Virginia 
Bankers Association. 


Wisconsin: R. L. Banks, vice-presi- 
dent First National Bank at Superior. 

Utah: C. G. Salisbury, cashier 
Springville Banking Co. at Spring- 
ville. 

Texas: Thomas E. Noel, vice-presi- 
dent First National Bank at Memphis. 

Michigan: Walter F. Treuttner, vice- 
president National Bank of Detroit. 

West Virginia: E. G. Otey, president 
First National Bank at Bluefield. 


Maine: Raymond W. Davis, president 
Guilford Trust Co. at Guilford. 

Wyoming: Don H. Wageman, vice- 
president American National Bank, 
Cheyenne. 


Loans 


g Loans not made from the swivel chair 
were suggested by M. W. Ellis, presi- 
dent, First Security Bank and Trust Co., 
Charles City, Iowa, at his state conven- 
tion. 

“We will find plenty of prospects if 
we will adopt aggressive sales methods 
in developing the territory that we are 
chartered to serve. But we mustn’t try 
to do it from a swivel chair. We should 
buy the bank a car and put the miles on 
it calling on our customers and our 
prospects on their farms and in their 
places of business. Get them discuss- 
ing their business with us and plenty 
of places where our bank’s service can 
fit in to the mutual profit of the cus- 
tomer and the bank will develop from 
the discussion. 

“Here is an actual case between a 


The Pennsylvania Bankers Association 
elected C. W. Fenninger, vice-president 
of the Provident Trust Company in 
Philadelphia, as their president for 
the coming year. 





customer and an officer of a country 
bank, who is here in the room. Last 
November this man got out of his swivel 
chair and called on the customer and 
inquired how things were going and of 
what service he could be, and discov- 
ered that if the customer could procure 
a $12,000 loan repayable at $1500 a 
month, he could make a substantial sav- 
ing over the alternative of paying his 
obligation in full on July 1, 1936. 
Against perfectly good collateral and 
assured ability to pay, the loan was 
made at 6 per cent. payable in eight 
monthly installments of $1500 each. 
The loan has been repaid in full. Both 
the bank and the customer have profited. 


“Still another instance of a junior 
officer in a country bank who, detaching 
himself from his swivel chair and, dis- 
cussing a customer’s problem with him, 
discovered that a magnificent opportu- 
nity was open to this customer if he 
could obtain $13,000 to be repaid 
at $750 a month. His collateral was 
unquestionably good but he had no idea 
the bank would be interested in making 
a loan of this type. It didn’t take the 
discount committee of that bank very 
long to approve the transaction when it 
was reported back by its sales represen- 
tative. The loan was made; the cus- 
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In appreciation of his service during 
the five years of his presidency, the 
Morris Plan Bankers Association pre- 
sented former President Robert O. 
Bonnell with a testimonial gift of a 
tray, pitcher and goblets, all of silver. 
The service is an exact duplicate of 
pieces designed by order of General 
La Fayette for presentation to each 
host at whose home he stayed in 1824. 
It was known that Mr. Bonnell had 
long admired these pieces. 


tomer has profited himself most satis- 
factorily and is melting out the loan as 
promised. 

“I understand that neither of these 
loans has been criticized by a supervis- 
ing authority. The point is that neither 
of these borrowers would have applied 
for loans, as both were under the im- 
pression such loans could not be had. 
Unless the sales representative of the 
bank had gone the full way in uncov- 
ering these needs, they would not have 
come to light. 

“It is my personal opinion that many 
similar cases in less, or larger, amounts 
proportionate to the needs of our cus- 
tomers and the size of our banks are 
available to the aggressive sales-minded 
bank management. 

“Until a banker has systematically 
canvassed the possibilities of his natural 
trade territory I feel he has no right 
to grumble about the lack of demand for 
local loans.” 


q “Try to find a way to make a loan 
acceptable, instead of declining to in- 
vestigate. If it is necessary to decline 
an application for a loan, endeavor to 
explain to the applicant the reason for 
declining,” said Olin M. Attebery, first 
vice-president of the Federal Reserve 
Bank of St. Louis, in an address before 
the convention of the Illinois Bankers 
Association. 

He expressed the opinion that the feel- 
ing that the Reserve banks have been 
too strict in their credit policy is in 
reality the result of the inability of 
member banks to pass on to them in- 
formation regarding the paper offered 
as collateral, which would allow the 
Reserve banks, or any other correspond- 
ent, to place a value on it for collateral 
purposes. 





Felix Marcus McWhirter, president of 
the Peoples State Bank at Indianapo- 
lis, Indiana, celebrated his fiftieth 
birthday on June 14. He has been 
connected with the bank of which he 
is president for thirty years. Mr. Mc- 
Whirter has been a member of the ex- 
ecutive council of the ABA, and of 
the bank management commission. He 
has also been president of the State 


Bank Division. 


“The present situation does not sug- 
gest any immediate need to use the loan 
and discount facilities of the Reserve 
bank, or a correspondent,” he asserted. 
“However, I want to stress the desira- 
bility of at all times being prepared to 
use the assets of your bank as collateral 
for advances. In these days, when there 
is little probability of a bank having to 
borrow, it is liable to get careless about 
its note case. 

“May I impress upon you the desira- 
bility of having every loan in your 
bank supported by all the necessary 
credit data to establish its value as 
collateral with any lending agency, 
even if you never need to borrow. The 
habit will be such a good one that it is 
sure to benefit your bank.” 


{Methods of “Decreasing Losses on 
Loans Through Proper Servicing” were 
discussed before one of the conferences 
at the A. I. B. convention by J. F. Mara, 
Jr., Battle Creek, Michigan. He asserted 
that “banks could materially reduce and 
in most instances stay away from charge 
offs by a steady process of liquidation, 
but they wait until the opportunity is 
gone. Loans should be made for a def- 
inite period of time with the under- 
standing that certain part payments will 
be insisted upon. An amortization plan 
definitely set forth at the origin of the 
loan would be more satisfactory to the 
borrower and would eliminate constant 
requests for unreasonable renewals.” 


June Conventions 


{The effects of Government lending 
activities upon banks, methods for im- 
proving the efficiency of bank opera- 
tion, protection of bank records against 
floods, the usefulness of trust services 


and many other banking problems 
were subjected to intensive discussions 
by bankers gathered from all parts of 
the nation for the annual convention of 
the American Institute of Banking in 
Seattle the early part of June. About 
1500 were in attendance. 


q The North Dakota Bankers Associa- 
tion expressed its opposition to the 
Federal tax bill, demanded tariffs to 
protect farm products from imports, 
called for the end of the postal savings 
system and asked withdrawal of the 
Government from business in a “State- 
ment of Principles,” adopted at the 
close of the convention. 


q The Colorado Bankers Convention 
resolved in favor of the A. B. A. nation- 
wide education program and also went 
on record as favoring the efforts and 
work of the U. S. soil conservation 
service, and in favor of the abolition 
of the postal savings system. 


@The California bankers went on 
record opposing the postal savings 
system, passing a resolution urging 
that postal savings be limited to com- 
munities which lack private banking 
facilities with deposit insurance. 
They decried the cost of government, 
local, state and national, and adopted 
a resolution to request both national 
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and state banking authorities to 
establish a fixed policy of declining to 
permit new banks in any territory now 
amply banked, and to charter banks 
only where conditions thoroughly war- 
rant such service. 


qThe lowa Bankers Association 
adopted a resolution that the Govern- 
ment be requested to withdraw from 
the active lending field such govern- 
mental lending agencies created to 
serve during a period of emergency as 
such agencies have now served their 
purpose and at the present time are 
operating in competition with local 
banks. 

Another resolution of the association 
was the vigorous opposition to branch 
banking and the attempt to displace 
unit banking, and the affirmation of 
the bankers that they will oppose any 
form of banking which would jeo- 
pardize independent banking. 

They renewed their opposition to 
that section of the Banking Act of 1935 
which compels banks with more than 
$1,000,000 deposits to join the 
Reserve System July 1, 1942; disap- 
proved any FDIC usurpation of powers 
now in hands of the bank superin- 
tendent; opposed the tax on undis- 
tributed earnings, and the re-enactment 
of bank check tax legislation and the 
further extension of governmental 
moratorium laws. In addition, thev 
asked that the postal savings interest 
rate be cut and its activities curtailed; 
and finally, urged, in view of the 
removal of double liability on national 
bank shares, that it likewise be re- 
moved on state incorporated banks. 


q The New Jersey Bankers Associa- 
tion went on record in favor of having 
the postal savings laws amended so 
that the system will not compete with 
banking institutions, and that payment 
of interest on deposits be in the same 
manner as provided by banks under 
the regulations of the Federal Reserve 
and the FDIC, and that the facilities be 
confined to communities where there are 
no banks. 

Service to the public was the 
dominant note running through the 
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discussions featuring the convention. 

As a step in the direction of better 
service to the public the division of 
the state banking and insurance de- 
partment into two departments, one for 
banking and the other for insurance, 
was urged. 

The optimistic mood of the bankers 
was expressed by the retiring president, 
Leslie G. McDouall, vice-president and 
trust officer of the Fidelity Union Trust 
Company, Newark. “No one can doubt 
that banking conditions are happier,” 
he said. “One only has to look at the 
increased volume of deposits to have 
dispelled any doubts which may have 
been entertained. Regardless of the 
origin of these deposits, they are made 
by business organizations and _in- 
dividuals who have confidence in our 
banks. 

“The external pressure of depositor 
fear is gone. The legislative attack 
has abated. For the first time since 
1931 we are at peace with Congress. 
Or is it at peace with us?” 


q The Washington Bankers Associa- 
tion, in their resolutions, urged the 
desirability of limiting the postal sav- 
ings system to those communities with- 
out banking facilities, and a reduction 
in the annual interest rate paid on 
postal savings deposits to a maximum 
of 1 per cent. per annum. 

The association established a new 
committee known as the standing com- 
mittee on taxation and amended its by- 
laws to include it. The work of the 
committee developing the pension- 
system was praised and members urged 
to consider the matter further. The 
continuation of the public relations 
program was also asked. 

The convention also approved, in 
principle, the research work that has 
been initiated by some 20 states cover- 
ing the various banking problems, such 
as the character of bank assets, time 
deposits, capital funds, etc., and au- 
thorized the appointment of a commit- 
tee to consider the same and recom- 
mend to the executive committee a plan 
for their approval and also to consider 
the facilities of the state educational 
institutions in carrying on the work. 





H. D. Ivey, Los Angeles Clearing 
House Chief, and president of the 
Citizens National Trust & Savings 
Bank is in charge of the general com- 
mittee planning entertainment for 
bankers who may stop over in Los 
Angeles on their way to or from the 
annual A. B. A. convention, which 
will be held in San Francisco this 


year. 


Dividends 


@Directors of Bank of America 
N. T. & S. A., San Francisco, de- 
clared a special dividend of $1,000,000, 
or 50 cents a share on 2,000,000 out- 
standing shares of capital stock. The 
special dividend, to be paid in July, is 
in addition ito the two quarterly divi- 
dends totaling $3,000,000 voted at the 
board meeting held March 10. 


qBank of America (California), the 
associated state bank, declared the 
second quarterly dividend of 1936 in 
the amount of $25,000. 


{The directors of the Guaranty Trust 
Company of New York, have declared 
a quarterly dividend of 3 per cent. for 
the quarter ending June 30, 1936. 


QThe directors of the Chicago Title 
and Trust Company have declared a 
dividend of $1.00 a share, payable 
July 1, out of the quarterly earnings 
of the company. 


Q Directors of the Commerce Trust 
Co., Kansas City, Missouri, have de- 
clared a quarterly dividend of $1 per 
share payable July 1, 1936. This is 
the first resumption of dividends since 
they were stopped in 1933. 


QThe directors of the Continental 
Illinois National Bank & Trust Co., 
Chicago, declared a 20 per cent. stock 
dividend to common shareholders and 
voted to retire $5,000,000 worth of 
preferred stock now held by the RFC. 
The retirement of the preferred and the 
stock dividend have been made pos- 
sible by earnings and recoveries. 


QThe directors of the State Street 
Trust Company of Boston, declared 


the regular quarterly dividend of $2.00 
a share payable July 1, 1936. 


q The Chemical Bank & Trust Co., 
New York, declared the regular 
quarterly dividend of 45 cents per 
share, payable July 1. 


qThe Bank of the Manhattan Co., 
New York, declared the _ regular 
quarterly dividend of 3714 cents per 
share, payable July 1. 


@ The board of trustees of The New 
York Trust Company declared a 
quarterly dividend of five per cent. on 
the capital stock of the company, pay- 
able July 1, 1936. 


q Outlining the dividend policy of 
the Lincoln National Bank & Trust Co., 
Syracuse, New York, William T. Mc- 
Caffrey, president, states, in a letter 
to stockholders, that it is the inten- 
tion of the directors to pay the regular 
quarterly dividend of 40 cents per 
share, and an extra dividend of 40 
cents per share, on July 15. He adds: 

“It is our ambition to pay extra 
dividends from time to time to cover 
the period from Jan. 1, 1931 to July 
1, 1934, when you were without divi- 


dends.” 


Mergers 


qThe State Street Trust Company, 
and the Union Trust Company of. Bos- 
ton, have been merged, and the name 
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Bank Buildings 


20 years’ experience in designing 
bank buildings qualify us to modern- 
ize your present quarters—or design 
new ones—in a satisfactory, economi- 
cal manner. Our survey may save 
you money. 


CHAS. A. HOLMES 
formerly of 
HOLMES & WINSLOW 
153 E. 38th Street - New York 


of the former bank will be retained. 
Allen Forbes, president of the State 
Street Trust will remain president, and 
Charles Francis Adams, president of 
the Union Trust, becomes chairman of 
the board of the new institution. 


@ An agreement has been signed for 
purchase of the control of the Cali- 
fornia First National Bank of Long 
Beach by Transamerica Corp., it is 
announced by L. M. Giannini, presi- 
dent of the Bank of America N. T. 
& S. A. He states that the plan 
eventually is to merge the California 
First National Bank into the Bank of 
America system. 


Personal 
q Charles W. Enyart has been elected 


president of the First-Central Trust 
Co. at Akron, Ohio, succeeding the late 


John R. Eckler. 


@ Guaranty Trust Company of New 
York announces the advancement of 
A. Nye Van Vleck to vice-president, 
and Robert A. Jones to personal trust 
officer. 


q Directors of the San Francisco Bank 
have elected Fred A. Cellarius vice- 
president and Alfred R. Tuckey as- 
sistant cashier. They are manager and 
assistant manager of the West Portal 


branch. 


Q Henry A. Weiler, trust officer of 
The National Bank of New Jersey, in 
New Brunswick, has been reappointed 
a member of the special committee on 


trust and savings bank investment of 
the New Jersey Bankers Association. 
The committee has been asked to make 
a study of the present laws governing 
the legality of investments for savings 
banks and trust companies for the 
state association. 


qF. Travis Coxe, assistant secretary 
of the Fidelity-Philadelphia Trust Co. 
in Philadelphia, was elected president 
of the National Safe Deposit Associa- 
tion. 


Convention Dates 
STATE 


July 24-25—Montana Bankers Associa- 
tion, Old Faithful Inn, Yellowstone 
National Park. 

Sept. (probably)—Delaware Bankers 
Association. 

Sept. 3-4-——Maine Savings Banks Asso- 
ciation, Breakwater Court, Kenne- 
bunkport. 

Sept. 4-5—Independent Bankers Asso- 
ciation at Lowry Hotel, St. Paul, 
Minnesota. 

Sept. 10-12—Savings Banks Association 
of Massachusetts, New Ocean House, 
Swampscott. 

Sept. 24-25-—-New York Savings Banks 
Association, Waldorf-Astoria, New 
York. 

Nov. 6-7—Florida Bankers Association. 
Tampa. 

Fall—Nebraska Bankers Association. 


GENERAL 


Aug. 4-6—National Security Traders 
Association, Los Angeles. 

Sept. 14-17—Financial Advertisers As- 
sociation, Nashville, Tenn. 

Sept. 21-23—-Morris Plan Bankers As- 
sociation, The Homestead, Hot 
Springs, Va. 

Sept. 21-24—American Bankers Asso- 
ciation, St. Francis Hotel, San Fran- 
cisco. 

Oct. 7-9—Mortgage Bankers Associa- 
tion of America, Hotel Peabody, 
Memphis, Tenn. 

Dec. 2-6—Investment Bankers Associa- 
tion of America, Bon Air Hotel, Au- 
gusta, Ga. 





SMALL LOAN 
TECHNIQUE 


By HOWARD HAINES 
Cashier, First State Bank, Kansas 
City, Kansas 


ON the following pages are articles 
of two series that are being published 
each month in THE BANKERS Maca- 
ZINE. 
The first is a series of six articles , 
on the development and technique of HOWARD HAINES 
small loans, of which the third installment is here included. There is a 


widespread interest in this series. The articles will eventually be pub- 


lished in book form. 


Better Bank Management 


By MARSHALL C. CORNS 


THE sixth article of this series appears this month. The author has 
been connected with both large and small banks, and in the course of his 
work has made many analyses of management methods and set up various 
cost accounting systems. In this series he gives the benefit of his experi- 
ence to readers of THE BANKERS MAGAZINE. 





Small Loan Technique 
Industrial Banking 


By Howarp HaAIneEs 
Cashier, First State Bank, Kansas City, Kansas 


This is the third of a series of six articles on the development and technique 
of small loans.—Enprrtor. 


Considering final results, it was a big day for America. 

At the time, the fact that the first Morris Plan bank 

had opened for business created no furor. To Norfolkians 

it was just another bank and Arthur J. Morris—destined 

to lead in the development of industrial banking in America 

—except to those close friends who well knew his far- 

seeing and courageous qualities—was only a_ well-liked 
local attorney and business man. 


A PRIL 5, 1910, was a great day for Norfolk, Virginia! 


New Adaptation—However, local folk soon became 
aware that this banking institution was founded and op- 
erated upon a new adaptation of an old theory. Mr. 
Morris and his associates had pledged $20,000 for its capital 
because they had realized that a large portion of American 
citizens had no collateral on which to obtain bank credit. 
For centuries nations, states and provinces as well as cor- 
porate and private companies had borrowed by the sale of 
bonds, redeemable out of future earnings, maturities being 
scheduled to fall according to the estimated income of the 
organization or commonwealth. “The Sinking Fund 
principle” had been “the most fundamental of all types of 
financing.”* “Why,” reasoned Mr. Morris, “would not 
small loans be more easily repaid on such an amortized plan 
fitted to the borrower’s earning ability?’ Europe had suc- 
cessfully amortized small credits. The “cash credit” system 
of Scotland dating from 1727, Raiffeisen and Schulze banks 
in Germany and Luzatti’s system in Italy, introduced in 
1866, were examples. 

‘Joseph E. Birnie, secretary-treasurer, The Morris Plan Bankers Associa- 


tion, speaking before the Departmental Conference of the American Institute 
of Banking, Pittsburgh, 1931. 


Copyright, 1936. by The Bankers Publishing Co. All rights reserved. 
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However, the plan was a new application in America. 
Like all inventions, others were slow to acknowledge its 
true worth. Mr. Morris worked assiduously in creating this 
first Morris Plan bank. Hours, weeks, months were spent 
in arranging the details. “Was there a need for such a 
bank and what about its legal status?” the state banking 
authorities wanted to know. Local bankers predicted the 
bank would not survive eighteen months. 


Three Principles——In the face of these adverse criti- 
cisms Mr. Morris went quietly but firmly about his new 
bank. He laid down three principles as the bank’s ideal: 


First, the acceptance and safe-keeping of deposits. 

Second, the serving of all types of worthy borrowers, advancing 
credit based on character and income. 

Third, the earning of reasonable profit for shareholders. 


As the result of these basic purposes the new bank’s 
popularity grew. Bankers had made accommodation loans 
in small amounts for set periods of thirty, sixty and ninety 
days. 


New Type of Bank Successful——It was apparent such 
loans were too troublesome for commercial banks. Now for 
the first time borrowers could obtain a tailor-made loan 
with repayments fitted to their particular income. The 
First Morris Plan Bank accepted small loans unprofitable 
to commercial banks and placed them on a sound, self- 
liquidating basis. Bankers began to appreciate the sup- 
plemental service. The new bank was developing and 
improving a highly specialized system of procedure. It 
was pioneering, working hard to synchronize the financial 
needs of borrowers in innumerable income brackets with a 
proper amortization plan. Soon the Morris Plan Bank 
moved from its modest quarters on the sixth floor to a 
larger downtown location. Business was good. Arthur J. 
Morris had put into operation a surprisingly successful idea 
for a new type of bank. 

The subsequent development of the Morris Plan or- 
ganization with offices in many principal cities, the rapid 
appearance of hundreds of industrial loan companies 
modelled closely after the Morris Plan, tells the story of 
how this first bank built a highly comprehensive personal 
loan and savings service and how the associated Morris 
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Plan interests today have, by further re-gearing their serv- 
ice to cover large advances as well as small, become the 
most successful industrial loan specialists known in finan- 
cial history. In twenty-five years these institutions have 
loaned two and one-half billion dollars to eleven million 
people. Customers’ savings in excess of one hundred mil- 
lion dollars are on deposit. 


Morris Plan Bankers Association.—In 1919, to facili- 
tate exchange of information and statistics as well as to 
co-ordinate activities, the Morris Plan Bankers Association 
was formed. .In a continuous effort to improve services 
offered the public, local institutions meet to discuss prob- 
lems, findings being exchanged through the national asso- 
ciation. This arrangement is particularly valuable, as the 
institutions have established themselves to meet local de- 
mands and conditions. Largely owned and controlled by 
local individuals, they are well-known and respected local 
enterprises. Their success speaks plainly of their interest 
in civic programs and of confidence and good-will which 
has come to them. Charges and discounts have been set 
according to local conditions, but are always moderate 
according to the service and costs involved. One representa- 
tive Morris Plan Institution, which lent approximately 
$2,500,000 in 1934, made 11,048 loans. To do this it inter- 
viewed some 16,000 prospective borrowers; 12,374 of these 
filled out applications. With three names on each note this 
meant investigations of almost 37,122 people. As _ these 
loans were paid in monthly installments, 132,576 items were 
received and recorded. On a weekly basis this would have 
amounted to 574,000 items. 

This case illustrates effectively that charges must be 
higher in the industrial loan field than in commercial bank- 
ing. Charges must be based on service rendered and, since 
no industrial loan plan can operate without this essential 
handling of myriad details, the charge is correspondingly 
higher. Unlike personal finance companies, interest is not 
charged by the month. Discounts range from 6 per cent. 
to 10 per cent., depending, upon the size and type of loan 
and amount of investigation required. 


Differ from Personal Finance Companies.—Generally 
speaking, industrial bankers differ also from personal 
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finance companies in that they do not usually loan on furni- 
ture, jewelry, fixtures or machinery. A limited number of 
this type of loan have, however, found their way into indus- 
trial banks under the Federal Housing Administration. 
Wage and rent assignments are not often taken. Owner- 
ship of real estate is not considered sufficient basis for the 
approval of loans unless the applicant shows a fixed income 
from such property or other source. ‘Those who have been 
chronically slow in meeting their bills are not usually 
approved. Likewise those involved in legal actions are not 
ordinarily considered.. All rules must be flexible. 


Loaning Principles —Loaning principles of most indus- 
trial banks are based on: 

1. A highly complete and detailed investigation. In- 
dustrial loaning organizations have developed the fact that 
in making such credit investigations and particularly in 
meeting the prospective borrower only a trained interviewer 
with long experience in accurately predicting character can 
be used. The banker who sits across the desk from the 
applicant not only must spend considerable time listening 
to the prospective borrower’s problems, but must also 
explain in general terms the requirements to which the 
borrower must conform. The interviewer during this time 
must decide, by quickly weighing a number of factors, 
whether the applicant may be eligible for the loan. If so, 
the applicant is given a note and application form, 40 per 
cent. of which are brought back only partially completed. 
A second sitting with the applicant is then necessary. 
Usually two co-makers are required and the three careful 
credit investigations must be made. Employment of all 
three individuals is verified, credit references are called and 
information noted. Signatures must be verified. A credit 
committee composed of an investigator, a loan man and 
collection representative now considers the loan as to char- 
acter, purpose, and ability of the borrower to repay. Ex- 
pert judgment must be applied as the approval of a few 
poor risks means heavier costs in collection and possible 
losses. A few bad loans, industrial bankers say, take the 
profit from any good ones. The committee sends many 
loans back for another interview so that additional informa- 
tion or security, or both, may be obtained. Well organized 
amortization banks complete the approval or declination of 
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loans within twenty-four hours. The percentage of appli- 
cations declined differs according to the institution and the 
locality. In all institutions a number are fully investigated, 
but later rejected. Only a limited number are rejected 
without the costs of investigation. The vast majority ab- 
sorb effort, time and expense. 

2. A safe amortization period and usually equal de- 
posits, one year being preferred. Long time repayment 
plans are discouraged. 

3. Collateral offered must be marketable and active 
unless the borrower is otherwise good for the loan. 

A surprising rule developed by Morris Plan is that 
“hucksters, peddlers and others working on a strictly com- 
mission basis frequently make very satisfactory borrowers, 
but that this same class of individuals is not satisfactory 
as co-maker or endorser. Another analysis has revealed 
that, generally speaking, young women are better credit 
risks than men and that young single men are better credit 
risks than married men.” 


Banking on Character—Banking on Character for a 
Quarter Century,” a brochure commemorating the silver 
anniversary of Morris Plan banking, records a story of 
safety and service to millions. It tells us that Morris Plan 
banks have never been organized on a promotional basis. 
The Industrial Finance Corporation controls the common 
stock of the Industrial Acceptance Corporation and of 
the Morris Plan Corporation of America. The Morris 
Plan Corporation of America, of which Arthur J. Morris 
is chairman, in turn, owns a substantial interest in the 
Morris Plan Insurance Society. This arrangement was 
effected some years ago in order that the Morris Plan 
Corporation of America could confine its activities solely 
to the operation of the few individual Morris Plan banks, 
the stock of which was controlled by it. The directorate 
of Morris Plan institutions are men seeking to serve their 
communities rather than to reap large profits. They have 
been satisfied with a modest return on their capital. There 
has been no speculation. A fair return has been the goal 
and depression years have been met on this basis. 

Morris Plan banks, however, are not charitable institu- 
tions in any sense of the word. Loans are made only for 
sound purposes and to those who apparently can repay the 





THE BANKERS MAGAZINE 


loan without difficulty. Originally the plan limited loans to 
borrowers securing two people capable and agreeable to 
assuming the unpaid balance in the event of default of the 
maker. Now, however, a variety of services is offered, such 
as loans on collateral, real estate in some cases, and other 
forms of security. Automobile and appliance paper is 
carried by some banks usually with a merchant’s guarantee 
or safe reserve. Modernization loans under Title I of the 
Federal Housing Administration have been handled by 
many institutions. 


Each Applicant a Separate Problem.—Morris Plan 
bankers are frank in stating there are no rules of thumb 
or other measuring rods to be applied to personal loans. 
Every applicant becomes a separate problem to be served 
according to his or her particular need. In making loans 
of both small and large denominations the experience of 
Morris Plan bankers has fitted them through years of study 
and intimate contact with the problem of industrial banking 
to speak with authority. They are also qualified to handle 
the needs of the borrowing public to an extent impossible 
in loan departments not capable of using trained personnel. 

Although there are no easy rules or short-cuts, certain 
generalities are offered. For example, Morris Plan expe- 
rience shows that the percentage of costs of doing business 
on a volume of $200,000 in personal loans rises as the 
volume increases to $10,000,000. In Morris Plan banks 
the smaller bafiks find theirs is the lowest overhead. Larger 
banks have higher operating costs. 


Relation to Small Loan Departments.—A careful study 
of all the factors of the business is recommended to those 
engaged in personal loans. ‘The small loan department 
must at all times bear its share of the rent, taxes, super- 
visory overhead, advertising, cost of money, telephone, 
telegraph, insurance, and the miscellaneous other constant 
expense. Actual cost figures have not been guess work 
with Morris Plan institutions. For instance, the Morris 
Plan Bank of Richmond, Virginia, determined that no loan 
of $200 or under is profitable. $250 loans and upwards 
show slight profit. The average loan as reported by com- 
mercial banks has varied according to year. Many show 
average loans less than $200. 
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Actually, industrial banks are not depending on small 
co-maker advances for the bulk of their profits. These 
advances are handled with the various other lines of credit, 
such as dealer financing, which often involves advances of 
$100,000 or more. Morris Plan banks set their charges 
according to the type and size of advances involved. <A set 
charge is unfair to both borrower and bank in many 
instances. 


Low Loss Ratio.—Losses differ according to the institu- 
tion. Ordinarily as volume grows and repeat or chronic 
borrowers stay on the books, the loss ratio increases. This 
is a fact not apparent to many engaged in small loan 
making. Morris Plan banks have found over a period of 
years that approximately 6 per cent. delinquency in number 
of accounts is the maximum within which to safely operate, 
but that 2 per cent. of total amount in dollars is the maxi- 
mum. To go beyond 2 per cent. in amount would be 
encouraging trouble. 

However, in depressed times more attention must be 
paid to collections, and costs are therefore higher. Institu- 
tions serve patrons ranging from the low-salaried worker 
to the well-to-do business man, from the small shop-keeper 
to the large corporation. Loans are made for almost every 
conceivable constructive purpose. While commercial bank- 
ers usually advance loans to any borrower with sufficient 
collateral, leaving the borrower to work out his own salva- 
tion in the business world, Morris Plan goes a step further 
by setting a careful course of amortization for the bor- 
rower. It assumes an obligation of assisting the borrower 
in extinguishing his obligation. No Morris Plan institution 
has been forced to close. A low general loss ratio has pre- 
vailed. When these facts are compared with the closing 
of many commercial banks during the last few years and 
also with their much higher loss ratio, the soundness of the 
principles under which Morris Plan operates stands un- 
questioned. 


Morris Plan Supplements Commercial Banks.—Ob- 
viously the Morris Plan system as the highest example 
of modern industrial banking, has developed facilities which 
aid and supplement those offered by commercial banks, sav- 
ings and trust institutions. Morris Plan is listed in Fed- 
eral legislation as eligible for membership in the Federal 
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Reserve System and the Federal Deposit Insurance 
Corporation. The principles now in use by the Federal 
Housing Administration are those in which Morris Plan 
pioneered. A Morris Plan institution was the first bank 
in the nation to qualify under Title I of the National 
Housing Act. 

Morris Plan institutions may be termed “an autono- 
mous group of banks for the individual.” The Wimsett 
System, the Citizens System, operating in central and 
southern states, The National Industrial Bankers, Inc., dif- 
fer widely in their capital set-ups from Morris Plan. Many 
industrial banking organizations have organized one or more 
branches by the sale of preferred stock to the public. Some 
have followed the Morris Plan principles in making loans, 
but few have followed the principle of developing individual 
local units, controlled principally by local investors and 
serving the particular needs of the community in which the 
institution exists, 


Character and Earning Power Excellent Security.— 
The position of industrial bankers as specialists in detailed 
amortized loaning is becoming more and more firmly rec- 
ognized and established in the minds of financial institu- 
tions. Facts reveal that this type of banking must be 
managed by men and women who have pledged the best 
years of their lives in order to master the highly compli- 
cated routine required for the successful arranging, han- 
dling and retiring of installment loans and contracts. 
Morris Plan affirms its original belief that “character and 
earning power of reputable American citizens are the finest 
security in the world.” Its pledge to “continue to serve 
on that high plane, which the normal American citizen 
through his tested integrity so thoroughly deserves,” may 
well be placarded in every financial institution of our land, 
regardless of type, size or management. As commercial 
bankers, we thank you, Arthur J. Morris, for one of the 
fullest pages in the history of banking in America. 
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Better Bank Management 


Analyzing the Commercial Account 


By MarsHaui C. Corns 


This is the sixth of a series of articles on this subject which will appear 
in Tue Bankers Macazine during 1936.—Epiror. 


is by taking the cost figures and making a complete 

analysis of accounts, or those accounts which have an 
excessive amount of activity. In order to illustrate this, 
we picked five accounts, checked back the deposits for 
thirty days to determine the amount of activity expense 
and by using the Federal Reserve availability schedule fur- 
nished by the city correspondent, and adding one day 
covering the time of transit to the Chicago bank, deter- 
mined the float on the accounts. Using a 15 per cent. 
reserve, a 5 per cent. income figure and charging back the 
exchange the bank paid through the city correspondent, we 
obtained the results illustrated in the accompanying chart. 

A. This is the account of an individual in the real 
estate and insurance business. Due to the large turn-over 
the average float exceeded the average balance so that at 
the end of the month in question the account had been 
operating on $100 of the bank’s money. Charging 6 per 
cent. for use of the uncollected funds instead of having an 
income the customer had an additional expense of $.50. 
Further analysis disclosed that the excessive amount of 
activity resulted in expense of $4.14 to the bank, and com- 
bined with the interest on overdrafts amounted to a net 
loss of $4.64. While, technically speaking, desired profit, 
as we have it set up, should only be charged against an 
account that maintains a collected balance, yet it is only 
right that a bank receive some profit on an account of this 
kind; therefore, including a dollar as the minimum amount 
we should receive as profit, the final analysis of the account 
disclosed that a loss of $5.64 is assumed by the bank. 

B. This represents the account of a well-known chain 
store. It is their practice to deposit all of their currency 
each day, exchange their silver and receive cashier’s checks 
for their balance over and above $500. Due to the excessive 


T's next step in determining the profit of accounts 
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amount of currency deposited and cashier’s checks issued 
the account showed a net loss of $5.81. 

C. This represents the account of a grocery store doing 
a normal business. It exemplifies the typical type of ac- 
count which normally incurs a loss. It is a case of excessive 
activity in relation to the balances maintained. 

D. This is the regular account of a manufacturing 
company which after analysis shows a net profit of $6.05 
for the period in question, 

E. This is the payroll account of a manufacturing 
company, which shows a loss of $31.71 due to the fact that 
a large number of checks issued by the company were 
cashed at the bank. The gross loss on both accounts 
amounted to $15.97, and including profit that the bank was 
entitled to receive, the net loss amounted to $25.66. 


Contacting the Depositors—The question then arose 
as to what steps should be taken to correct these accounts. 
It was decided to contact the depositors, and endeavor to 
place the accounts on a profitable basis. 

The real estate and insurance broker, when advised of 
the status of his account, said that he always remitted 
premiums to the company immediately instead of taking 
advantage of the thirty or sixty days usually allowed and 
that it would be very easy to maintain a balance of two or 
three thousand dollars, but that he needed about thirty 
days to get things into shape. This was perfectly agree- 
able, and sixty days later when the account was again 
analyzed it showed that an average collected balance of 
$2100 was maintained for the past thirty days, which put 
the account on a profitable basis. 

A letter was written to the treasurer of the chain store 
advising them of the loss and asking that the balances be 
increased to a minimum of $3000. They wrote back and 
replied that it was not their practice to leave more than 
$500 to take care of any branch store, and were unwilling 
to pay a charge unless it was necessary. The president 
communicated with the other banks in town and advised 
them of the situation, and upon their assurance that they 
would not accept the account except on the charge basis, 
again wrote the treasurer and advised that hereafter the 
account would be subject to a charge unless balances would 
be increased to where the account was profitable. 
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The grocer, when he came in, was offended that the 
bank should question his account inasmuch as he had been 
a customer of the bank for many years and had carried 
larger balances. The cashier tried to ascertain the reason 
for the decline in balances and found that it was caused by 
our friend increasing his inventory to take advantage of an 
advance in price and also to take advantage of a larger 
discount obtainable by buying for cash. In order to make 
the grocer’s account profitable it was necessary for him to 
increase his collected balance $3500. In analyzing his busi- 
ness transactions he found that he could carry this balance 
if he paid his bills thirty days later. As he would lose the 
discount on this basis, which amounted to approximately 
$25 a month, he figured that it would be cheaper for him, 
under the circumstances, to pay for handling the account 
and continue to take his discount. This account was im- 
mediately placed on a satisfactory charge basis. 

The treasurer of the manufacturing company was called 
in and having had previous experience with cost figures as 
applied to bank accounts was not surprised at the loss the 
bank was assuming. The president stated that they could 
very easily eliminate this loss by making their payroll in 
cash. After consultation with other officers of the company 
he advised that instead of paying by cash and incurring 
the risk of having their messenger held up and possibly 
killed, they would rather pay the bank for handling their 
payroll account. 


Friendly Chat Is Best Plan—While it does not appear 
practical to analyze all commercial accounts each month 
due to the detail and expense involved yet all accounts 
should be analyzed periodically and those accounts which 
show a loss given special attention. When an account 
shows an analyzed loss after several months’ study the past 
record of the account should be reviewed and if past 
balances appear to be compensating, the best plan to follow 
is to have a friendly chat with the customer advising him 
of the situation and instilling in him the idea that it is 
necessary for the bank as well as himself to make money. 
Assure him of the bank’s co-operation by advising that no 
immediate charge will be made, but that his co-operation 
will be expected in increasing the balances and decreasing 
the activity of his account. Should an account not show 
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an improvement or should the past record of the account, 
connections or affiliations not warrant consideration, de- 
cided action should be planned. Before approaching the 
subject of loss on the account to the customer, the banker 
first must be sure of his ground and work with the intention 
of placing the account on a profitable basis. If the banker’s 
determination is weakened and he allows the customer to 
leave his desk without a definite understanding, he will not 
only continue to carry the account at a loss to the bank but 
weaken his position in the eyes of his customer. Unless the 
banker has the determination and the confidence of his con- 
victions it is far better to ignore the analysis than to apply 
it ineffectively. 

Two Solutions Possible—In order to correct losses on 
the accounts only two solutions are possible: one, the plac- 
ing of accounts on a cost plus basis, under which plan the 
difference between the income received from the use of the 
average collected balances and the cost of handling the 
account, if a loss, is charged to the account; or two, placing 
a flat charge on the account, based upon activity or loss. 
The most equitable way, of course, is to use only the cost 
plus charge, as it is predicated entirely upon the relation- 
ship of balances to activity. Flat charges should only be 
used where there is little balance and an excessive amount 
of account activity and, in addition, other expense to the 
bank, such as credit information, frequent consultation 
with the officers, which expense is not covered in item cost. 

One of the greatest benefits derived by the bank in 
account analysis is the opportunity it affords the banker to 
come in close contact with the customer and thus obtain 
increased balances. Depositors, as a class, realize that the 
banks are in business to make money and if the proper 
method of approach is used and the individual contacting 
customers has the proper attitude, accounts can be placed 
on a profitable basis with increased good will. When an 
account is being placed on a charge basis, it is often a good 
plan to impress upon the customer the service that the 
bank is rendering him, for a majority of bank depositors 
are ignorant as far as banking procedure is concerned. 
Co-operation from the depositor is what a banker expects 
and if a banker approaches the subject of losses on accounts 
with the idea that they are both in business to make money, 
90 per cent. of such contacts will prove mutually beneficial. 
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